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FRIDAY, JULY 15, 1955 


Howse or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met at 10 a. m., Hon. Brent Spence, chairman, pre- 
siding. 

Present: Chairman Spence, and Messrs. Brown, Patman, Multer, 
O’Hara, Ashley, cote Gamble, Talle, Betts, Hiestand, and 
Nicholson. 


[H. R. 6228, 84th Cong., Ist sess.] 


A BILL To permit national banks to make twenty-year real-estate loans and nine-month 
construction loans; to amend sections 5136 and 5221 of the Revised Statutes ; to amend 
the Federal Reserve Act; and to provide for the participation of the United States in 
the International Finance Corporation. 


Be it enacted by the Senate and House of Representatives of the United States 
in Congress assembled, That this Act may be cited as the “Banking Act of 1955”. 


TITLE I 


Sec. 101. The first paragraph of section 24 of the Federal Reserve Act, as 
amended (U. 8S. C., 1952 edition, title 12, sec. 371), is amended to read as 
follows: 

“Sec. 24. Any national banking association may make real-estate loans secured 
by first liens upon improved real estate, including improved farmland and 
izaproved business and residential properties. A loan secured by real estate 
within the meaning of this section shall be in the form of an obligation or obli- 
gations secured by a mortgage, trust deed, or other instrument upon real estate, 
which shall constitute a first lien on real estate in fee simple or, under sueh 
rules and regulations as may be prescribed by the Comptroller of the Cur- 
rency, on a leasehold (1) under a lease for not less than ninety-nine years which 
is renewable or (2) under a lease having a period of not less than fifty years 
to run from the date the loan is made or acquired by the national banking asso- 
ciation, and any national banking association may purchase any obligation se 
secured when the entire amount of such obligation is sold to the association. 
The amount of any such loan hereafter made shall not exceed 50 per centum 
of the appraised value of the real estate offered as security and no such loan 
Shall be made for a longer term than five years; except that (1) any such loan 
may be made in an amount not to exceed 60 per centum of the appraised value 
of the real estate offered as security and for a term not longer than ten years 
if the loan is secured by an amortized mortgage, deed of trust, or other sueh 
instrument under the terms of which the installment payments are sufficient 
to amortize 40 per centum or more of the principal of a loan within a period 
of not more than ten years, (2) any such loan may be made in an amount not 
to exceed 60 per centum of the appraised value of the real estate offered as 
security and for a term not longer than twenty years if the loan is secured by 
an amortized mortgage, deed of trust, or other such instrument under the terms 
of which the installment payments are sufficient to amortize the entire principal 
of the loan within a period of not more than twenty years, and (3) the foregoing 
limitations and restrictions shall not prevent the renewal or extension of loans 


1 











2 NATIONAL BANK MORTGAGE AND CONSTRUCTION LOANS 


heretofore made and shall not apply to real estate loans which are insured 
under the provisions of title II, title VI, title VIII, section 8 of title I, or title 
IX of the National Housing Act or which are insured by the Secretary of Agri- 
culture pursuant to title I of the Bankhead-Jones Farm Tenant Act, or the 
Act of August 28, 1927, as amended. No such association shall make such 
loans in an aggregate sum in excess of the amount of the capital stock of such 
association paid in and unimpaired plus the amount of its unimpaired surplus 
fund, or in excess of 60 per centum of the amount of its time and savings 
deposits, which ever is the greater. Any such association may continue here- 
after as heretofore to receive time and savings deposits and to pay interest 
on the same, but the rate of interest which such association may pay upon such 
time deposits or upon savings or other deposits shall not exceed the maximum 
rate authorized by law to be paid upon such deposits by State banks or trust 
companies organized under the laws of the State in which such association is 
located.” 

Sec. 102. The first sentence of the third paragraph of section 24 of the Fed- 
eral Reserve Act, as amended (U. 8. C., 1952 edition, title 12, sec. 371) is amended 
by deleting therefrom the word “six”, and by substituting therefor the word 
“nine”. 

Sec. 103. Paragraph Seventh of section 5136 of the Revised Statutes is 
amended to read as follows: 

“Seventh. To exercise by its board of directors or duly authorized officers or 
agents, subject to law, all such incidental powers as shall be necessary to carry 
on the business of banking; by discounting and negotiating promissory notes, 
drafts, bills of exchange, and other evidences of debt; by receiving deposits; by 
buying and selling exchange, coin, and bullion; by loaning money on personal 
security; and by obtaining, issuing, and circulating notes according to the 
provisions of this title. The business of dealing in securities and stock by 
the association shall be limited to purchasing and selling such securities and 
stock without recourse, solely upon the order, and for the account of, cus- 
tomers, and in no case for its own account, and the association shall not under- 
write any issue of securities or stock: Provided, That the association may 
purchase for its own account investment securities under such limitations and 
restrictions as the Comptroller of the Currency may by regulation prescribe. 
In no event shall the total amount of the investment securities of any one obligor 
or maker, held by the association for its own account, exceed at any time 10 
per centum of its capital stock actually paid in and unimpaired and 10 per 
centum of its unimpaired surplus fund, except that this limitation shall not 
require any association to dispose of any securities lawfully held by it on 
August 23, 1935. As used in this section the term “investment securities” shall 
mean marketable obligations, evidencing indebtedness of any person, copartner- 
ship, association, or corporation in the form of bonds, notes and/or debentures 
commonly known as investment securities under such further definition of the 
term “investment securities” as may by regulation be prescribed by the Comp- 
troller of the Currency. Except as hereinafter provided or otherwise permitted 
by law, nothing herein contained shall authorize the purchase by the associa- 
tion for its own account of any shares of stock of any corporation. The limita- 
tions and restrictions herein contained as to dealing in, underwriting and pur- 
chasing for its own account, investment securities shall not apply to obligations 
of the United States, or general obligations of any State or of any political 
subdivision thereof, or obligations issued under authority of the Federal Farm 
Loan Act, as amended, or issued by the Federal home loan banks, or obliga- 
tions of the Federal National Mortgage Association, or such obligations of any 
local public agency (as defined in section 110 (h) of the Housing Act of 1949) 
as are secured by an agreement between the local public agency and the Hous- 
ing and Home Finance Administrator in which the local public agency agrees 
to borrow from said Administrator, and said Administrator agrees to lend to 
said local public agency, prior to the maturity of such obligations (which 
obligations shall have a maturity of not more than eighteen months), moneys in 
an amount which (together with any other moneys irrevocably committed to 
the payment of interest on such obligations) will suffice to pay the principal 
of such obligations with interest to maturity thereon, which moneys under 
the terms of said agreement are required to be used for the purpose of paying 
the principal of and the interest on such obligations at their maturity, or 
such obligations of a public housing agency (as defined in the United States 
Housing Act of 1937, as amended) as are secured either (1) by an agreement 
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between the public housing agency and the Public Housing Administration in 
which the public housing agency agrees to borrow from the Public Housing 
Administration, and the Public Housing Administration agrees to lend to the 
public housing agency, prior to the maturity of such obligations (which obli- 
gations shall have a maturity of not more than eighteen months), moneys in 
an amount which (together with any other moneys irrevocably committed to 
the payment of interest on such obligations) will suffice to pay the principal of 
such obligations with interest to maturity thereon, which moneys under the 
terms of said agreement are required to be used for the purpose of paying the 
principal of and the interest on such obligations at their maturity, or (2) by 
a pledge of annual contributions under an annual contributions contract between 
such public housing agency and the Public Housing Administration if such con- 
tract shall contain the covenant by the Public Housing Administration which 
is authorized by subsection (b) of section 22 of the United States Housing 
Act of 1937, as amended, and if the maximum sum and the maximum period 
specified in such contract pursuant to said subsection 22 (b) shall not be less 
than the annual amount and the period for payment which are requisite to 
provide for the payment when due of all installments of principal and interest 
on such obligations: Provided, That in carrying on the business commonly 
known as the safe-deposit business the association shall not invest in the capital 
stock of a corporation organized under the law of any State to conduct a safe- 
deposit business in an amount in excess of 15 per centum of the capital stock 
of the association actually paid in and unimpaired and 15 per centum of its 
unimpaired surplus. The limitations and restrictions herein contained as to 
dealing in and underwriting investment securities shall not apply to obligations 
issued by the International Bank for Reconstruction and Development or the 
thirteen banks for cooperatives organized under the Farm Credit Act of 1933, 
or any of them, which are at the time eligible for purchase by a national bank 
for its own account: Provided, That no association shall at any one time hold 
obligations issued by any of said banks as a result of underwriting, dealing, or 
purchasing for its own account (and for this purpose obligations as to which 
it is under commitment shall be deemed to be held by it) in a total amount, 
with respect to each issuer, exceeding 10 per centum of its capital stock actually 
paid in and unimpaired and 10 per centum of its unimpaired surplus fund.” 

Sec. 104. Section 5221 of the Revised Statutes (U. S. C. 1952 edition, title 
12, sec. 182) is amended to read as follows: 

“Sec. 5221. Whenever a vote is taken to go into liquidation it shall be the 
duty of the board of directors to cause notice of this fact to be certified, under 
the seal of the association, by the president or cashier, to the Comptroller of 
the Currency, and publication thereof to be made for a period of two months 
in every issue of a newspaper published in the city or town in which the asso- 
ciation is located, or if no newspaper is there published, then in the news- 
paper published nearest thereto, that the association is closing up its affairs, 
and notifying its creditors to present their claims against the association for 
payment.” 

Sec. 105. Section 5 of the Federal Reserve Act, as amended, is amended by 
adding at the end thereof the following new paragraph: 

“Any Federal Reserve bank which is requested to do so by the International 
Finance Corporation shall act as its depository or as its fiscal agent, and the 
Board of Governors of the Federal Reserve System shall supervise and direct 
the carrying out of these functions by the Federal Reserve banks.” 


TITLE II 


Sec. 201. The President is hereby authorized to accept membership for the 
United States in the International Finance Corporation (hereinafter referred to 
as the “Corporation”), provided for by the articles of agreement of the Corpo- 
ration deposited in the archives of the International Bank for Reconstruction 
and Development. 

Sec. 202. The governor and executive director of the International Bank for 
Reconstruction and Development, and the alternate for each of them, appointed 
under section 3 of the Bretton Woods Agreements Act, as amended (22 U. S. C. 
286a), shall serve as governor, executive director, and alternate, respectively, 
of the Corporation. 

Sec. 203. The provisions of section 4 of the Bretton Woods Agreements Act, 
as amended (22 U. 8. C. 286b), shall apply with respect to the Corporation to 
the same extent as with respect to the International Bank for Reconstruction 
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and Development. Reports with respect to the Corporation under paragraphs 5 
and 6 of subsection (b) of section 4 of said Act, as ameaded, shall be included 
in the first report made thereunder after the establishment of the Corporation 
and in each succeeding report. 

Sec. 204. Unless Congress by law authorizes such action, neither the Presi- 
dent nor any person or agency shall on behalf of the United States (a) subscribe 
to additional shares of stock under article II, section 3, of the articles of agree- 
ment of the Corporation; (b) accept any amendment under article VII of the 
articles of agreement of the Corporation; (c) make any loan to the Corporation. 
Unless Congress by law authorizes such action, no governor or alternate repre- 
senting the United States shall vote for an increase of capital stock of the Corpo- 
ration under article II, section 2 (c) (ii), of the articles of agreement of the 
Corporation. 

Sec. 205. (a) The Secretary of the Treasury is authorized to pay the sub- 
scription of the United States to the Corporation and for this purpose is au- 
thorized to use as a public-debt transaction not to exceed $35,168,000 of the 
proceeds of any securities hereafter issued under the Second Liberty Bond Act, 
as amended, and the purposes for which securities may be issued under that Act 
are extended to include such purpose. Payment under this subsection of the 
subscription of the United States to the Corporation and any repayment thereof 
shall be treated as public-debt transactions of the United States. 

(b) Any payment of dividends made to the United States by the Corporation 
shall be covered into the Treasury as a miscellaneous receipt. 

Sec. 206. For the purpose of any action which may be brought within the 
United States or its Territories or possessions by or against the Corporation in ac- 
cordance with the articles of agreement of the Corporation, the Corporation shall 
be deemed to be an inhabitant of the Federal judicial district in which its princi- 
pal office in the United States is located, and any such action at law or in equity 
to which the Corporation shall be a party shall be deemed to arise under the 
laws of the United States, and the district courts of the United States shall 
have original jurisdiction of any such action. When the Corporation is a de- 
fendant in any such action, it may, at any time before the trial thereof, remove 
such action from a State court into the district court of the United States for 
the proper district by following the procedure for removal of causes otherwise 
provided by law. 

Sec. 207. The provisions of article V, secton 5 (d), and article VI, sections 
2 to 9, both inclusive, of the articles of agreement of the Corporation shall have 
full force and effect in the United States and its Territories and possessions 
upon acceptance of membership by the United States in, and the establishment 
of, the Corporation. 


{S. 1189, 84th Cong., 1st sess. ] 


AN ACT To permit national banks to make twenty-year real estate loans, nine-month 
residential construction loans and eighteen-month commercial construction loans 

Be it enacted by the Senate and House of Representatives of the United States 
of Americ in Congress assembled, That the first paragraph of section 24 of the 
Federal Reserve Act, as amended (U. S. C., 1952 edition, title 12, sec. 371), is 
amended to read as follows: 

“Sec. 24. Any national banking association may make real estate loans 
secured by first liens upon improved real estate, including improved farmland 
and improved business and residential properties. A loan secured by real estate 
within the meaning of this section shall be in the form of an obligation or obliga- 
tions secured by a mortgage, trust deed, or other instrument upon real estate, 
which shall constitute a first lien on real estate in fee simple or, under such rules 
and regulations as may be prescribed by the Comptroller of the Currency, on 
a leasehold (1) under a lease for not less than ninety-nine years which is re- 
newable or (2) under a lease having a period of not less than fifty years to run 
from the date the loan is made or acquired by the national banking association, 
and any national banking association may purchase any obligation so secured 
when the entire amount of such obligation is sold to the association. The amount 
of any such loan hereafter made shall not exceed 50 per centum of the appraised 
value of the real estate offered as security and no such loan shall be made for a 
longer term than five years; except that (1) any such loan may be made in an 
amount not to exceed 6624 per centum of the appraised value of the real estate 
offered as security and for a term not longer than ten years if the loan is secured 
by an amortized mortgage, deed of trust, or other such instrument under the terms 
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of which the installment payments are sufficient to amortize 40 per centum or 
more of the principal of the loan within a period of not more than ten years, 
(2) any such loan may be made in an amount not to exceed 66%4 per centum 
of the appraised value of the real estate offered as security and for a term not 
longer than twenty years if the loan is secured by an amortized mortgage, deed 
of trust, or other such instrument under the terms of which the installment 
payments are sufficient to amortize the entire principal of the loan within a 
period of not more than twenty years, and (3) the foregoing limitations and 
restrictions shall not prevent the renewal or extension of loans heretofore made 
and shall not apply to real estate loans which are insured’under the provisions 
of title II, title VI, title VIII, section 8 of title I, or title [IX of the National Hous- 
ing Act or which are insured by the Secretary of Agriculture pursuant to title I of 
the Bankhead-Jones Farm Tenant Act, or the Act of August 28, 1937, as amended. 
No such association shall make such loans in an aggregate sum in excess of the 
amount of the capital stock of such association paid in and unimpaired plus 
the amount of its unimpaired surplus fund, or in excess of 60 per centum of the 
amount of its time and savings deposits, whichever is the greater. Any such 
association may continue hereafter as heretofore to receive time and savings 
deposits and to pay interest on the same, but the rate of interest which such asso- 
ciation may pay upon such time deposits or upon savings or other deposits shall 
not exceed the maximum rate authorized by law to be paid upon such deposits 
by State banks or trust companies organized under the laws of the State in which 
such association is located.” 

Sec. 2. The first sentence of the third paragraph of section 24 of the Federal 
Reserve Act, as amended (U. S. C., 1952 edition, title 12, sec. 371), is amended 
to read as follows: 

“Loans made to finance the construction of industrial or commercial buildings 
and having maturities of not to exceed eighteen months where there is a com- 
pletion and release of lien bond issued by a financially responsible individual, 
partnership, association, or corporation and a valid and binding agreement en- 
tered into by a financially responsible lender to advance the full amount of the 
bank’s loan upon the completion of the buildings, and loans made to finance the 
construction of residential or farm buildings and having maturities of not to 
exceed nine months, shall not be considered as loans secured by real estate within 
the meaning of this section but shall be classed as ordinary commercial loans 
whether or not secured by a mortgage or similar lien on the real estate upon 
which the building or buildings are constructed: Provided, That no national 
banking association shall invest in, or be liable on, any such loans in an aggregate 
amount in excess of 50 per centum of its actually paid-in and unimpaired capital 
plus 50 percentum of its unimpaired surplus fund. Notes representing loans 
made under this section to finance the construction of residential or farm build- 
ings and having maturities of not to exceed nine months shall be eligible for dis- 
count as commercial paper within the terms of the second paragraph of section 
13 of the Federal Reserve Act, as amended, if accompanied by a valid and binding 
agreement to advance the full amount of the loan upon the completion of the 
building entered into by an individual, partnership, association, or corporation 
acceptable to the discounting bank.” 

Passed by the Senate May 31 (legislative day, May 2), 1955. 


Attest : FELTON M. JOHNSTON, 
Secretary. 

The CHarrmMan. Will you call the first witness you have scheduled, 
Mr. Clerk? 

Mr. Fink. The first witness is Mr. L. A. Jennings, Deputy Comp- 
troller of the Currency. 

Mr. Parman. Mr. Chairman, which bills are we considering this 
morning ? 

The Cuamman. We are considering the banking proposition of the 
International Finance Corporation bill. 

Mr. Fink. It will be on title I of 6228, Mr. Patman. 

Mr. Patrman. 6228 doesn’t relate to International Finance, does it? 

Mr. Fink. Title II of it does. 

The CHatrman. We have some amendments to consider. 

Mr. Parman. On the 20-year loans, for instance? 


65695—55 2 
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The Cuatrman. The 20-year loans and 9 months’ construction 
contracts. There are some obsolete provisions that have been repealed. 

Mr. Frnx. Mr. Jennings. 

ne You are not taking up the cumulative voting bill 
today 

The Cuarrman. No. Nothing is in here of that nature. We are not 
taking any of those things up this morning. 

Mr. Patman. I hope you don’t take that bill up until we have a 
quorum. 

The CuatrMan. We are only going to take up the things that are 
undisposed of in regard to the International Finance Corporation. 

You may proceed. Mr. Jennings, you can identify yourself and 
you may proceed as you desire. If you have any relevant matters 
you desire to insert into the record, they may be inserted. 

Mr. Jenninos. Thank you, Mr. Chairman. 


STATEMENT OF L. A. JENNINGS, DEPUTY COMPTROLLER OF THE 
CURRENCY 


Mr. Jennincs. My name is L. A. Jennings, and I am Deputy Comp- 
troller of the Currency. 

I would like to read a prepared statement. 

The Carman. You may proceed as you desire. You may read the 
statement. 

Mr. Jennines. Mr. Chairman and members of the committee, sec- 
tions 101 and 102 of title I of H. R. 6228 would amend the national 
banking laws by permitting national banks to make 20-year fully 
amortized mortgage loans and 9-month construction loans. Section 
103 would eliminate certain provisions of Revised Statutes 5136 per- 
taining to the investment powers of national banks, and section 104 
would eliminate the requirement that national banks going into volun- 
tary liquidation must publish notice of that fact in the city of New 
York. : 

National banks have been permitted to make first mortgage loans 
on improved real estate since the enactment of the Federal Reserve 
Act, section 24, in 1913. At that time mortgage loans on improved 
farm realty were authorized. The individual loans were restricted to 
50 percent of the appraised value of the farm, maturities to 5 years, 
and the total of all such loans in a national bank to the greater of 
25 percent of capital and surplus, or one-third of time deposits. Im- 
proved urban realty was added in 1916, but such loans were limited 
to maturities of 1 year. 

In 1927 the Congress enacted legislation permitting 5-year maturi- 
ties for all types of improved real estate first-mortgage loans and 
increased the aggregate limitation on all such loans to the greater of 
50 percent of time deposits or 25 percent of capital and surplus. No 
amortization requirements were imposed. 

In 1935 the Congress again amended section 24 of the Federal Re- 
serve Act in certain important respects, and the fundamental basis of 
the law has remained unchanged since that time. 

At the present time national banks may make first mortgage loans 
on improved farm or urban realty: 
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(1) Without amortization requirements, provided the amounts of 
such loans are restricted to 50 percent of the appraised value of the 
realty and the maturities not to exceed 5 years; 

(2) With amortization requirements up to 60 percent of the ap- 
raised value of the realty and with maturities not to exceed 10 years. 
he principal amortization of these loans must amount to approxi- 

mately 4 percent per annum, and not less than 40 percent over the 
10-year period ; 

(3) Provided the aggregate of all such loans, exclusive of loans (a) 
insured or guaranteed by the Veterans’ Administration, (b) partici- 
pated in, etc., by a Federal Reserve Bank under the provisions of 13b 
of the Federal Reserve Act, and (c) participated in by the Small 
Business Administration, shall not exceed 60 percent of a bank’s time 
and savings deposits, or 100 percent of its capital and surplus, which- 
ever is the greater. 

Section 101 of H. R. 6228 would not delete or change any of the 
provisions noted under (1), (2), or (3) above, but it would amend 
section 24 of the Federal Reserve Act so as to permit national banks 
to make amortized first-mortgage loans on improved farm and urban 
realty with maturities up to 20 years, provided the loans are amortized 
at the average rate of 5 percent per annum. This means, of course, 
that the loans will be completely liquidated over the 20-year period. 

Prior to recommending to the Congress that it enact legislation to 
authorize this additional type of amortized real-estate mortgage loan, 
the Comptroller’s Office gave serious thought as to whether it would 
lead to unsound mortgage lending and concluded that it would not. 
Actually, it will simply permit national banks to make real-estate 
first-mortgage loans on a basis more in keeping with present-day real- 
estate lending practices and requirements. It departs very little in 
actual substance from the present mortgage-lending practices of 
national banks. Under the existing law national banks make amor- 
tized first-mortgage loans with 10-year maturities. At the end of 
10 years, 40 percent of the principal amount of the loan has been 
amortized nh in the vast majority of cases, the bank then recasts the 
loan for an additional period of 10 years. At the end of the second 
10-year period, the loan is again recast for a period sufficient to pay 
off the unpaid balance. While it is true that the bank has an oppor- 
tunity at the end of the 10-year period to examine its position and 
refuse to continue the loan, from a practical standpoint this seldom 
occurs. If it is a good loan, the bank wants to retain it. If the loan 
has deteriorated, other lenders will not accept it, and the bank must 
continue to carry it. 

Because of the natural desire of a borrower to obtain a mortgage 
loan that extends over the full period required to effect its liquidation, 
national banks have lost the opportunity to make many very desirable 
mortgage loans. We believe they should be authorized to make amor- 
tized first-mortgage loans with 20-year maturities as provided in the 
suggested legislation. It will pare national banks in a better compet- 
itive position, permit them to keep pace with modern developments in 
the mortgage-lending field, enable them to better serve their customers, 
and possibly increase to some extent the availability of funds for real- 
estate financing in some areas. 

It is of interest to note that the bankling laws of the State of New 
York permit banks to make real-estate mortgage loans up to 6624 
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percent of the appraised value of improved or unimproved property, 
with no limitations on maturities, and even second-mortgage loans 
may be acquired provided the amount of the first mortgage when 
added to amount of the bank’s second-mortgage loan does not exceed 
662 percent of the appraised value of the realty. The laws of Penn- 
sylvania permit first-mortgage loans on improved farm or urban 
realty up to 6624 percent of the appraised value of the property, and 
10-year maturities with no amortization, and 20-year maturities if 
fully amortized over the life of the loan. The statutes of these two 
important States are more liberal in this respect than are the national 
banking laws. 

Section 102 of the proposed legislation would also lengthen from 6 
to 9 months the permissible duration of residential and farm-construc- 
tion loans which are not to be considered as real-estate loans subject 
to the provisions of section 24 of the Federal Reserve Act, but are to be 
classed as ordinary commercial loans. This 6-month period has 
proved to be unrealistically short in some cases. This amendment, too, 
is designed to make the powers of national banks more realistic in the 
light of modern needs, and it may serve to increase the availability of 
funds for the financing of short-term residential and farm-construc- 
tion work. 

In testimony before the Subcommittee on Banking of the Senate 
Committee on Banking and Currency, on May 2, 1955, Mr. John A. 
Reilly, appearing on behalf of the American Bankers Association with 
respect to S. 1189, identical with sections 101 and 102 of H. R. 6228, 
recommended an amendment which would authorize national banks 
to make construction loans covering industrial or commercial buildings 
and having maturities not to exceed 18 months, and to regard these 
loans as ordinary commercial loans even though the banks might hold 
real-estate security. He also recommended an amendment which 
would raise the aggregate limit on construction loans from 50 percent 
of capital to 50 percent of capital and surplus. Another amendment 
recommended by Mr. Reilly would permit national banks to make 
amortized mortgage loans in amounts up to 6624 percent of the ap- 
praised value of the real estate offered as security rather than the 
present 60 percent. 

Neither the Comptroller of the Currency nor the Treasury Depart- 
ment would have any objection to the increase in the aggregate limita- 
tions on construction loans nor to the 6624-percent rule. With respect 
to the 18-month construction loans on industrial or commercial build- 
ings, neither the Comptroller of the Currency nor the Treasury De- 
partment would have any objection to the proposed amendment pro- 
vided that the amendment requires that in every case there must be 
« completion and release of lien bond, and a commitment from a 
financially responsible lender to make the final mortgage loan upon 
the realty when construction has been completed, the proceeds of 
which are to be used to pay in full the bank’s construction loan. An 
amendment designed to accomplish this purpose was submitted to the 
Senate committee, and was incorporated as section 2 of S. 1189 as that 
bill passed the Senate. I have attached to my statement a copy of the 
proposed amendment, which is in the nature of a substitution for sec- 
tion 102 of H. R. 6228. 

In connection with this amendment, we wish to call to your atten- 
tion a technical error in S. 1189, the Senate-passed bill, which is now 
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before your committee. The words “first sentence of the” should be 
deleted from the first line of section 2, as it is the entire third para- 
graph of section 24 of the Federal Reserve Act which would be 
amended to read as stated rather than just the first sentence thereof. 

The President of the United States, in his economic report of Janu- 
ary 1955, made the following recommendation, and I quote: 

* * * It is also recommended that national banks be allowed to make amortized 
real-estate mortgage loans with maturities up to 20 years. The present limita- 
tion of 10 years for conventional mortgages unnecessarily restricts the availability 
of home financing in some areas. The Congress can at the same time increase 
the availability of funds for the financing of construction work, and in a manner 
entirely consistent with sound credit practices, by authorizing national banks to 
make construction loans with a maximum duration of, say, 9 months. This rule 
should replace the present limitation of 6 months. 

Section 103 would merely delete from Revised Statutes, section 5136, 
an obsolete reference to the Home Owners’ Loan Corporation, and an 
unnecessary reference to obligations insured by the Federal Housing 
Authority. We would have no objection to this section. 

I think I should depart from my text at this point and simply state 
that H. R. 6228 contains a complete restatement of section 5136 of the 
Revised Statutes pertaining to the investment powers of national 
banks. 

The only change made therein in the restatement is the elimination 
of a reference to the authority of national banks to purchase obliga- 
tions insured by, or guaranteed by, the Home Owners Loan Corpora- 
tion, which is nonexistent, therefore has no force or effect whatsoever, 
and the second item that would be eliminated is a reference to obliga- 
tions insured by the FHA. The latter obligations referred to are 
always in the form of loans. They come under another section of the 
Banking Act—section 5200. In no instance have such obligations in 
the form of investment securities been issued and guaranteed by the 
FHA. Therefore, it is a completely useless sentence, or clause, in 5136 
of the Revised Statutes, so we heartily endorse the elimination of both 
of these unnecessary provisions. 

Section 104 of H. R. 6228 would amend section 5221 of the Revised 
Statutes by eliminating the requirement that a national bank going 
into voluntary liquidation must publish notice of that fact in a news- 
paper published in the city of New York. 

Existing law, which has not been changed since its original enact- 
ment in 1864, requires that a national bank going into voluntary liqui- 
dation must publish notice of that fact for a period of 2 months in a 
newspaper published in its own locality, and also in a newspaper pub 
lished in New York. The primary purpose of the requirement that 
publication must be made in New York was to inform the public insofar 
as possible that the bank was liquidating and that its circulating notes, 
which might be widely scattered throughout the country should be 
presented for payment. As you know, circulating notes have not been 
issued by national banks since 1935. Therefore, there is now no reason 
why national banks located in various parts of the country should have 
to publish in New York City notice of the fact that they are liquidating. 

Whenever a national bank sells its assets to another bank in consid- 
eration for the assumption of its liabilities the selling bank must be 
placed in voluntary liquidation. Some banks discontinue business 
and go into voluntary liquidation without selling their assets to other 
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banks. Fifty-nine banks were placed in voluntary liquidation during 
1954, of which 58 sold their assets to other banks. 

Publication of notice of liquidation in the place in which the liqui- 
dating bank is located is, of course, necessary, and that requirement 
should be retained. The proposed legislation would retain that pro- 
vision. The Comptroller’s Office has consistently interpreted the 
present law as requiring publication in every issue of the newspaper 
in which publication is made, and it seems desirable to make the statu- 
tory language specific on that point. Therefore, the proposed law 
would expressly state that publication must be made in every issue of 
the local newspaper for the 2-month period. 

Since there is no longer any need for New York publication, it has 
become a source of unnecessary expense and trouble to the banks, and 
this requirement should be eliminated. Section 104 of H. R. 6228 will 
or this purpose. 

We believe that passage of sections 101 through 104 of H. R. 6228 
is in the best interests of the national banking system, and we urge 
their enactment. 

(Proposed substitution for section 102 of H. R. 6228 is as follows:) 


PROPOSED SUBSTITUTION FOR SECTION 102 or H. R. 6228 


Sec. 102. The third paragraph of section 24 of the Federal Reserve Act, as 
amended (U. S. C., 1952 ed., title 12, sec. 371), is amended to read as follows: 
“Loans made to finance the construction of industrial or commercial buildings 
and haxing maturities of not to exceed eighteen months where there is a comple- 
tion and release of lien bond issue by a financially responsible individual, partner- 
ship, association, or corporation and a valid and binding agreement entered into 
by a financially responsible lender to advance the full amount of the bank’s 
loan upon the completion of the buildings, and loans made to finance the con- 
struction of residential or farm buildings and having maturities of not to exceed 
nine months, shall not be considered as loans secured by real estate within the 
meaning of this section but shall be classed as ordinary commercial loans whether 
or not secured by a mortgage or similar lien on the real estate upon which the 
building or buildings are being constructed: Provided, That no national banking 
association shall invest in, or be liable on, any such loans in an aggregate amount 
in excess of fifty per centum of its actually paid in and unimpaired capital plus 
fifty per centum of its unimpaired surplus fund. Notes representing loans made 
under this section to finance the construction of residential or farm buildings and 
having maturities of not to exceed nine months shall be eligible for discount as 
commercial paper within the terms of the second paragraph of section 13 of the 
Federal Reserve Act, as amended, if accompanied by a valid and binding agree- 
ment to advance the full amount of the loan upon the completion of the building 
entered into by an individual, partnership, association, or corporation acceptable 
to the discounting bank.” 


Mr. Jenninos. I will be very pleased to answer any questions, Mr. 
Cheirman. 

The Cuarrman. The Office of the Comptroller of the Currency is in 
favor of all of these amendments ? 

Mr. Jenninos. The Office of the Comptroller of the Currency is in 
favor of all of the amendments, Mr. Chairman. 

The Cuamman. The banks now can make mortgage loans on real 
estate unamortized up to 5 years? 

Mr. Jenntnos. That is correct. 

The Cuarrman. Or mortgage loans amortized up to 40 percent at the 
expiration of 10 years? 

Mr. Jenntnos. That is correct. 
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The Cuatrman. The only change is that they may be permitted 
to make 20-year fully amortized loans and increase the construction 
loans from 6 months to 9 months; those are the material things. 

Mr. Brown. Except this, Mr. Chairman: You increase the rate of 
interest up to 5 percent, don’t you ? 

Mr. Jenntnos. The rate of interest isn’t involved. The rate of 
amortization is increased. 

The CHarrman. The rate of amortization, not the rate of interest. 

Are there any questions? Mr. Brown? 

Mr. Brown. No questions. 

The CuarrmMan. Mr. Betts? 

Mr. Berrs. Mr. Patman has some questions, I believe. 

The Cuarrman. Mr. Patman ? 

Mr. Parman. Mr. Jennings, this, of course, enables the banks to 
get into the long-term mortgage loan business. I assume from what 
you said on page 3, or 5, I forget which, that one of the objects is to 
allow to better compete with the Federal savings and loan associations? 

Mr. JenntnGs. No, Mr. Patman. The object is not to enable the 
national banks to better compete with Federal savings and loan asso- 
ciations, and actually I cannot agree that it is designed to enable 
national banks to get in the long-term mortgage field, because, as I 
pointed out in my statement, at the present time national banks may 
make 10-year mortgage loans with 4 percent annual amortization, and 
with a required 40 percent amortization- 

Mr. Patman. You went over that very carefully; so at the end of 
10 years it is extended again? 

Mr. Jenntnos. Then the loans are extended for an additional 
period. This simply adds an additional type of mortgage loan 
whereby the bank can enter into the loan intially for a period longer 
than 10 years, but not longer than 20 years. Actually, it is a help 
to the borrower. We do not think what the bank gives up is material. 
The only thing the bank gives up is the right to review at the end of 
10 years under present law and say, “We don’t think we had better 
carry this loan on.” 

As I pointed out, if the loan has deteriorated they may have some 
trouble in finding someone else to take it over. If the loan is a good 
loan, and has performed properly, they want to continue it on for 
the additional period. 

The CuarrMan. Will you yield? 

I might say that I have talked to the representatives of the savings 
and loan associations, and they say they are not opposed to this. 

Mr. PatMan. Does this conflict with the theory that your Depart- 
ment has had over the years, and properly so, that national banks 
should be as liquid as possible? 

Mr. JENNINGS. No. We don’t believe it does, because we are not 
changing the aggregate limitation requirements, which are that con- 
ventional mortgage loans and FHA title II loans may not be acquired 
by a bank in excess of 60 percent of the bank’s time deposits, or a 
hundred percent of its capital and surplus, so actually there would be 
no effect on liquidity, as such. 

Mr. Parman. Would these loans be subject to rediscount at a Fed- 
eral Reserve bank? 

Mr. Jennrnos. No, sir. 
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Mr. Parman. It would not have a tendency to freeze their funds? 

Mr. JENNINGS. Mortgage loans, as such, have never been eligible for 
rediscount. 

Mr. Parman. That is not the question. The question is, Don’t you 
think that would freeze their funds to that extent ¢ 

Mr. JennriNGS. No; I don’t believe the provisions of this proposed 
bill would have any effect of consequence on the liquidity of banks. 

Mr. Parman. I am reluctant to agree to banks having any more 
additional power like this, for the reason that I have a feeling, Mr. 
Jennings, that local banks generally are not always sufficiently alert 
to perform the services that banks are chartered to perform in their 
local communities, and I want them to be liquid. I want them to be 
in position to perform those services, making loans that are needed in 
the local communities. 

I just have a feeling that this is in the direction of encouraging loans 
that are not of short duration. As I understand it, banks are char- 
tered primarily to make loans of short duration; is that right ? 

Mr. Jenntnes. They are chartered primarily, let us say, to serve the 
credit needs of the community. Now, if the credit needs of the com- 
munity are primarily of a commercial nature rather than real estate, 
I would say that the local bank would use most of its loanable funds to 
provide for the commercial loaning purposes. 

There is quite a wide variation around the country, Congressman 
Patman, regarding the policies followed by banks, and it has a very 
definite bearing on the need for commercial loans in a particular area. 
In your own State of Texas, the banks have never tried to any extent, 
to obtain savings or time money. They have had a wonderful demand 
for commercial loans, farm loans, loans other than real estate, and, 
in the State of Texas, which is rather an unusual situation, the banks 
have a very small percentage of real estate mortgage loans. How- 
ever, in other areas, in order to properly utilize their funds, banks 
have been able to take care of the commercial and the farm needs, 
and also devote a portion of their funds to making real estate mortgage 
loans. 

Mr. Parman. Mr. Jennings, that brings up a point about the funds. 

It has been brought to my attention in just the last year or two 
that national banks are more and more transferring their excess re- 
serves from one bank to another, sometimes just for 1 day, or 2 days, 
or 3 days. Is that practice extensive, to amount to a great deal ? 

Mr. Jenntnos. I am not sure that I understand your question com- 
pletely. 

Mr. Parman. I will make it very plain: Suppose bank A, in New 
York, has excess reserves of, say, $50 million. Bank B, in Boston, has 
a loan that they can’t very well negotiate without additional reserves, 
and they get bank A in New York to transfer to them their excess 
reserves, 

Is that an extensive practice, and has it been built up just recently, 
or has it been going on over a long period of years? 

Mr. JenninGs. In my opinion, it is not an extensive practice. It 
is a practice that has been engaged in for many, many years. It is 
commonly referred to as “Federal funds purchased.” 

Mr. Parman. Is there a daily market or quotation on the funds? 

Mr. Jenninas. No, sir. I don’t believe there is. One bank would 
have to get in touch with another bank. 
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Mr. Parman. That leads me to one of the main reasons given for 
the passage of the Federal Reserve Act, to prevent the funds going 
into New York City for speculation or other purposes. Now, if that 
practice continues there is no reason why we shouldn’t go back to just 
where we were before the Federal Reserve Act was passed, and New 
York could get funds from Dallas, Tex., or from any other place, for 
speculation or any other purpose. 

Don’t you see a trend in that direction ? 

Mr. Jennines. No, I do not see a trend in that direction. 

Mr. Parman. You just admitted that they are doing it, and since 
they are doing it can’t you see it reasonably possible that they might 
go back into that? 

Mr. Jennrnes. Here is the way I look at it: On the Federal statute 
books at the present time there is a law that prohibits a national bank 
from borrowing from a bank other than a Federal Reserve bank an 
amount in excess of its capital account, just the capital account. 

Mr. Patman. In excess of its capital account. You mean that is 
capital surplus and undivided profit ? 

Mr. Jenninas. No, sir; just the capital account. 

Mr. Parman. What do you mean? 

Mr. JenniNGsS. Let us say a bank has a capital account of $100,000, 
surplus of $100,000, undivided profits of $100,000, and undivided re- 
serves of $100,000. Only the $100,000 of capital constitute the capital 
account. 

Mr. Parman. $100,000. In other words, these activities which we 
have been discussing would certainly be limited to that amount ? 

Mr. Jennines. They would be, sir. 

Mr. Parman. That couldn’t be very dangerous. I could see where 
that would be some protection. 

Suppose a bank in Podunk in the Middle West is not performing 
its service at all. They are buying Government bonds, and are getting 
the benefit of the free use of the deposits, and they are happy, and they 
are not trying to train any young men to take the places of the old 
ones, and they are just not doing any banking business at all to help 
the community. What remedy is there for the people in that com- 
munity, or the country generally, or your department, to cope with 
the situation like that? 

Mr. Jennrnos. I assume you are talking about a one-bank com- 
munity now? 

Mr. Parman. Yes, or a two-bank community, or any number of 
banks. In other words, the banks were needed or they would not 
have been chartered, and since they were chartered what remedy do 
you have to make them perform, in other words, to make them carry 
out their responsibility ? 

Mr. Jennrnes. Of course, a bank in our opinion has a very definite 
responsibility to serve the legitimate credit needs of its community. 

Mr. Parman. All right. Let us make a period there. What re- 
course do you have, or the people, if they do not do that ? 

Mr. Jennrnes. We have no recourse whatsoever. 

Mr. Parman. Have you ever recommended any recourse? 

Mr. Jennrnes. Let me amend my statement. We have no legal 
recourse. We can, of course, discuss the matter with the bank. 

Mr. Parman. You can try moral suasion ? 

Mr. Jenninos. That is right. 
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Mr. Parman. Of course that doesn’t always work. Have you ever 
recommended to the Congress any remedy that the Government should 
have in a case like that? 

Mr. Jennines. No, we have never recommended any legislation, 
and I question very much that we would because a situation like that 
invariably over a period of time will correct itself. A group of local 
people will charter another bank. 

Mr. Parman. It might be two decades. 

Mr. Jennineos. I will say this: Of the roughly 4,800 national banks 
in the country, at this moment I know of only a bare handful that 
operate on the theory that they are investment banks, and disregard 
the fact that their main field is to serve the loaning needs of the com- 
munity. They are so few as to be completely unimportant, in my 
opinion, sir. 

Mr. Parman. I am glad to hear your statement on that. I am 
a great believer in local enterprise, and business being conducted 
by local people where there are local people available to carry on that 
business. 

The Cuarrman. Mr. Patman, there wouldn’t be any private enter- 
prise if all they did was give power to directors. 

Mr. Parman. I am not talking about directing them. I am talk- 
ing about if they fail to carry out a responsibility there should be 
some recourse. 

Mr. Brown. You would put the function of the bank in another 

lace. 
‘ Mr. Parman. I am not talking about that at all. 

The Cuatrman. None of the provisions of this bill affect any of 
those things. 

Mr. Parman. I know, but it relates to the whole banking system. 

The CHamrman. We can’t take time here to go over the whole 
banking subject. 

Mr. Parman. I have great faith in local people and local institu- 
tions, whether it be the bank, grocery store, or drugstore, or anything 
else, but my confidence is being shaken by the number of cases that 
I hear about, of local banks not performing their duties, or assuming 
their responsibilities properly. 

I just wonder if we shouldn't have some remedy that we can use 
that would make them do it. 

In other words, if we give them a great privilege they should carry 
out their responsibility under it or give it up. They shouldn’t hold 
it and have a local monopoly and do nothing about it. That is dis- 
turbing me. It is not disturbing you, Mr. Jennings. 

Mr. Jennrtnos. No; it is not disturbing us at all. 

Mr. Parman. Don’t you think the banks are more and more getting 
out of the small-loan business and permitting small-loan offices to 
aos that part of the service, without furnishing them money to 
do it? 

Mr. Jennrnos. No. I think they are very, very active in the small- 
loan field. After all, the vast majority of our national banks are 
country banks; at least 4,000 of them come within that category; the 
vast majority of the loans they make are small loans, and they are 
very active in the small-loan field, the installment-loan field, con- 
sumer-loan field. I think that there are so few banks in this country 
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that are failing to meet their responsibility as regards the legitimate 
credit requirements of their communities, that it 1s of no consequence 
whatsoever. That is my firm belief, sir. 

Mr. Parman. There is only one part about this bill that disturbs 
me. I think the notice of publication has been obsolete about 20 
years, hasn’t it ? 

Mr. JENNINGS. Since 1935, sir. 

Mr. Patman. I am surprised you haven’t recommended it long be- 
fore now. You see for 20 years people have been required to do that 
when it was unnecessary. Like the Federal Reserve they were about 
41 years late in passing a law to make it unnecessary for one Federal 
Reserve bank to send Federal Reserve notes to another Reserve bank. 
It has been costing $750,000 a year and after 41 years they come in 
here and ask us to repeal that provision. I know that you can’t think 
of everything, and I am not criticizing you for it, but I see no reason 
in the world why that shouldn’t have been done a long while ago. 
Certainly it should be done now, and you should be commended for 
inviting it to our attention. 

There are three bills that we are being urged to pass before the end 
of this session, one is S. 1736. That is related to qualifications of direc- 
tors. That is the 100-mile limit instead of 50 miles for residence of 
a director, and the other is S. 1189. That is the same as the bill we are 
discussing now. 

Mr. Jennines. That is right. 

Mr. Parman. The other, S. 256, about cumulative voting of shares. 
You have expressed yourself on this one now. 

What is your attitude on the one about residence of directors being 
a hundred miles away instead of 50 miles away ? 

Mr. JenniNGs. We are strongly for that, sir. 

Mr. Parman. What about S. 256? That is the one on cumulative 
voting. 

Mr. Jenninos. We are for that, sir. 

Mr. Parman. I want to say I am violently opposed to both of those. 

The CuHatrman. We are not having a hearing on those bills today. 

Mr. Patman. I think I am concerned with you on the first one, Mr. 
Jennings, at least the one concerned with the 20 years. ‘These last 
two I think are terrible, and I certainly want to oppose them every 
way that I can. 

That is all I care to ask right now, Mr. Chairman. 

The Cuatrman. Mr. Multer? 

Mr. Berrts. I have one question, Mr. Chairman. 

Do you think these amendments you spoke about, Mr. Jennings, 
will lead to a possibility of reduction in Government-insured loans 
by encouraging private enterprise more? 

Mr. Jenninos. I think it would have some effect on that, yes; be- 
cause banks, national banks, in many cases would be able to obtain 
desirable loans which are now going to their competitors. It might 
have a very minor effect. I don’t believe that that is a major point, 
however, Mr. Betts. 

Mr. Berrs. I wondered if it had any effect ? 

Mr. JENNINGs. It might have a very minor effect. I would hesi- 
tate to say it was a major point. 

Mr. Berrs. It seems to me encouraging loans locally it might have 
that effect. 
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Mr. Jenninos. It might have some effect. 

Mr. Berrs. Which I would be in favor of. 

Thank you, sir. 

The CHarrman. Mr. Multer? 

Mr. Muurer. Mr. Jennings, has the Bureau of the Budget taken any 
position on this question ? 

Mr. Jenninos. The Bureau of the Budget has indicated that we are 
free to state that it has no objection to our statement. 

Mr. Mouurer. Have you had any word at all on this question from 
any representatives of the savings and loan associations? 

Mr. Jennrnos. None whatsoever. 

Mr. Mutter. I don’t want to take issue with our distinguished chair- 
man, but I think he has been misinformed on the position of the savings 
and loan associations. I think the savings and loan associations have 
taken no position for or against the bill. That is because the question 
has not been submitted to them at any of their meetings. 

I have heard from any number of representatives of associations. 
The chairman has referred to the overall national association repre- 
senting the individual savings and loan associations. I have heard 
from individual representatives of the individual associations that 
they are opposed to the grant of this authority. 

You say that the Secretary of the Treasury also approves of your 
position on this matter? 

Mr. JenntNGs. Yes, he has, sir. 

Mr. Mutrer. Who in the Treasury Department has taken that 
position? Has it been approved by Secretary of Treasury Humphrey ? 

Mr. Jenntnos. Yes, it has been approved by the Treasury Depart- 
ment. 

Mr. Mutter. Secretary Humphrey was before our committee only 
this very week, and said in substance that, if I intepret his statement 
correctly, that credit is too free at the present moment, and we should 
be concerned not with expanding domestic credit but with restrict- 
ing it. 

If that is his position how can he be in favor of or approve this bill ? 

Mr. Jennrnes. Mr. Multer, we don’t believe that this is going to 
cause any real expansion in credit. It conceivably would make it 
possible for national banks to make some loans which they are unable 
to make now, but I dare say that those loans at the moment which 
national banks may not make are being made by State banks, insur- 
ance companies, or savings and loan associations. We don’t believe 
that this would expand credit to any extent. It would be completely 
negligible, in our opinion. 

Mr. Mutter. You mean competition in the lending field does not 
expand credit ? 

Mr. Jennines. There are so many available loans, let us say, in a 
particular community, Mr. Multer. 

Mr. Mutter. Doesn’t easy credit bring about more applications for 
oans? 

Mr. Jenninos. Not necessarily. In the mortgage field, I wouldn’t 
say. 

Mr. Mutter. Doesn’t easy credit encourage building? 

Mr. Jenninos. Certainly. 

Mr. Mutter. And easy mortgage money encourages building? 
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Mr. Jenninos. If an individual wishes to buy a house, or build a 
house, he normally has to obtain the credit. If he is unable to obtain 
the credit, I grant you that many people would be unable to go ahead 
and build their homes or buy their homes. 

Mr. Mctrer. Instead of talking about the individual let us talk 
about the industry. 

Isn’t it a fact that the building industry will construct more homes 
and more commercial buildings in a free mortgage market than in a 
tight mortgage market ? 

Mr. Jenninos. I agree with that completely, sir. 

Mr. Mutter. So if 3 you supply additional long-term mortgage credit 
it makes the market that much more free, doesn’t it? It brings that 
much more money into the mortgage market ? 

Mr. Jennines. If you supply ‘additional mortgage credit, but many, 

many of the loans that the national banks would make, if this bill 
were to be enacted into law, are apparently being made by the national 
banks in the form of 10-year loans, with 40 per cent amortization, and 
then recast. 

Mr. Mutrer. Don’t you think that is better credit procedure, to 
make a loan for 10 years, then review the entire situation, the security 
behind the loan and the term and then decide whether you will extend 
the loan or increase the loan? Isn’t that better banking procedure? 

Mr. Jennines. It could be so argued, but from a bank stand- 
point 

Mr. Mutter. Don’t you instruct your examiners to follow that very 
procedure in connection with short-term loans? 

Mr. Jennines. On normal commercial loans, yes, but a mortgage 
loan on real estate, I think, is in a different position. 

Mr. Muurer. You are ‘constantly instructing the banks to watch 
carefully their short-term loans, and encouraging them to watch them 
carefully and not to extend them or renew them without review each 
time the loan comes up for maturity ; isn’t that true? 

Mr. Jennines. That is true, but 

Mr. Muurer. That is good banking practice? 

Mr. Jenninos. I know, but I would like to say this. As a prac- 
tical matter when a bank has a mortgage loan, and the 10-year period 
has arrived, and the loan has perfor med well, the banker wants to keep 
it. If it hasn’t performed well, if there are things seriously wrong 
with it, he normally is not going to find anyone who will take him 
out of the loan. 

Mr. Mutrer. If the loan at the end of 10 years has been cut in half, 
or cut back to 75 percent of what it was originally, or to whatever sum 
the amortization payments reduced it, he has certainly got a better 
loan at that time rather than let it run for 20 years. At the end of 10 
years he reviews his loan in the light of the situation in the market. 
If the security warrants it then, he gives him an additional loan at 
the end of the first 10 years or merely extends it or calls it. 

Why isn’t that better banking procedure? 

Mr. Jenninos. From a banking standpoint, I can’t agree with you. 
I might add that in States which | permit 20-year loans, ‘Pennsy lvania, 
New York State, many others, the 20-year loan with full amortization 
has worked out very well. We have a solid background of proof that 
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such loans do work out properly; that they are sound credits. We 
think we have enough proof so that we can come before this committee 
and recommend that a 20-year fully amortized mortgage loan be 
placed in the statute. 

Mr. Brown. Mr. Multer, your State doesn’t have any limitation as 
to time, dothey? I think it must have 6624 of capital surplus. 

Mr. Mutrer. The mortgage may run up to two-thirds of the ap- 
praised value of the realty on loan secured by a mortgage. 

Mr. Brown. With no limitation on it? 

Mr. Muurer. I think there is a limitation of time. Do you re- 
member ? 

Mr. Davison. Limitation of time on what type of loan? 

Mr. Muurer. Real-estate mortgage loans by the banks; not the sav- 
ings banks but commercial banks. 

Mr. Davinson. There isn’t, to my knowledge. I know that in New 
York State under the New York State laws, you can get 25-year mort- 
gages, and, of course, if you have a fully amortized mortgage it will 
be amortized out in about 27 years. 

Mr. Mutter. I am not talking about VA or FHA guaranteed loans. 

Mr. Davinson. I am talking about savings banks. 

Mr. Mutter. I am talking about the commercial banks. 

Mr. Davipson. I am not qualitfied to say. 

Mr. Jennrinos. I can say I just recently checked the law in New 
York State, and there the commercial banks may make mortgage 
loans up to 6624 of the appraised value of the real estate, and there is 
no limitation as to the maturity. There is no specific requirement as 
to amortization. 

Mr. Mutrer. Are the New York State commercial banks making 
such loans ¢ 

Mr. Jenninos. I would think there would be very few that would 
make a loan for a longer period than 20 years, and there would be even 
fewer that would not require amortization, but, nevertheless, the law 
is wide open. 

Mr. Mutter. The law is there, but as a matter of practice can 
you name for us any of the commercial banks in the State of New 
York that are making 20-year mortgage loans? 

Mr. Jenninos. At this particular point, [ can’t name a single one, 
but I am convinced as a general statement that there are hundreds of 
them that are making 20-year mortgage loans. 

Mr. Mutter. I would like to have you check into it and give us 
the names of the banks in New York State who are making 20-year 
mortgage loans. 

Mr. Jenninos. I would have to obtain that, sir, from the New York 
State banking superintendent, and if he saw fit to give it to me, fine. 

Mr. Mutter. Isn’t that reflected in the examinations of those banks 
that are members of the Federal Reserve System ? 

Mr. Jenninos. It could be that that would be reflected there. 

I could possibly obtain it. 

Mr. Mutter. Mr. Jennings, isn’t it, as a matter of fact, that it must 
be? Doesn’t the examination of these banks reflect just what kind 
of loans they are making? 

Mr. Jennies. It does as to——. 

Mr. Mutter. As to time and security ? 
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Mr. Jennincs. It does as to general type, but the examination re- 
ports do not spell out the specific law or terms under which the loans 
are made. 

Our own examination report doesn’t specify “10 year, 40 percent 
amortization.” That is in the law. 

Mr. Mutrer. Does it divide the loan as to short term and long term ? 

Mr. Jennings. No, it does not, sir. Not as to mortgage loans. 

Mr. Mutter. Whether it is mortgage loans or any other kind of 
loans doesn’t your examiner go in and find out in each bank the total 
amount of short-term loans that it is carrying, the total amount of long- 
term loans it is carrying, the toal amount of unsecured loans, and the 
total amount of secured loans? Isn’t that part of the examination? 

Mr. JENNINGS. We have schedules in our reports that show the total 
amount of mortgage loans, and all mortgage loans in our book are 
long-term loans. Some may be for 5 years, some may be for 10, but 
they are all long-term loans. 

We also have a schedule, generally, if the bank has very many loans 
of this type, of the so-called term loans. Many banks don’t go into 
that to any extent. The remainder of a bank’s loans are generally of 
short-term maturity. 

Mr. Mutter. That is in order to keep the bank liquid because most 
of the lending money comes from the bank deposits. 

Mr. JenniNGs. That is true, sir, although we have many banks in 
the national system that are very heavy in time money, and where 
that is the case we will find that they are much heavier in mortgage 
Joans than the bank that has most of its money on a demand basis. 

Mr. Mouurer. It is more necessary where the bulk of the money 
comes from demand deposits than where most of it is in time deposits, 
that carry more short-term loans? 

Mr. Jennines. That is correct, sir. 

Mr. Motrer. You indicated in your statement that New York 
State now permits commercial banks—I assume you mean, and let 
me get it clear because you didn’t say—you say the banking laws of 
the State of New York permit banks to make real-estate-mortgage 
loans. Were you talking about commercial banks? 

Mr. JENNINGS. I was talking about commercial banks, only compar- 
ing them to national banks, which are all commercial banks. 

Mr. Muurer. You say New York State law permits commercial 
banks to make second-mortgage loans. Do you know of any of them 
that are making second-mortgage loans? 

Mr. Jenninos. I do not, sir. 

Mr. Mutter. Do you know when the law was changed in the State 
of New York permitting banks, either commercial or savings banks, to 
make second-mortgage loans? 

Mr. Jennines. No, I don’t know when the law was changed, but 
I checked. I was so surprised when I found it in the law that I 
checked through our chief examiner in New York who then checked 
with the New York State Banking Department and confirmed the 
fact that the law does permit the making of second-mortgage loans, 
provided the total amount of the first-mortgage loan and the second- 
mortgage loan does not exceed 6624 percent of the appraised value of 
the realty. 

Tam positive that Iam making a correct statement here. 
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Mr. Motrer. I assure you I am completely surprised to hear it 
because I was of the impression that there is an express prohibition 
against second-mortgage loans except in connection with the liquida- 
tion of a loan. 

In other words, if a loan has gone sour, and they look for additional 
security, they will take whatever is available and then they take second- 
mortgage loans. I didn’t believe the law permitted them to take 
second-mortgage loans as security in the first instance when granting 
an original loan. 

Mr. Jenntnos. In New York State that is true, sir. 

Mr. Motrer. Will you supply to us for the record—I don’t expect 
vou to give it to us now, but supply it so we can add it to the record— 
a ash of the States wherein commercial banks are permitted to make 

‘eal-estate-mortgage loans for more than 10 years, and indicate to us 
in that same statement the rate of interest they are permitted to 
charge on their short-term loans and the rate of interest they are 
permitted to charge on those mortgage loans for more than 10 years, 
and also indicate whether or not the mortgage is permitted to run for 
more than 10 years, and whether it must be amortized or not. 

Will you do that, sir? 

Mr. Jenninos. I can do that. It will take a little while. You can 
well appreciate that going through the statutes of the 48 States rela- 
tive to maximum interest rates would be a particularly long job. 

The job in connection with the mortgage loans, those States that do 
permit mortgage loans to be made for periods more than 10 years, and 
as to whether or not amortization requirements are necessary, that 
will not take so long. However, going through the interest laws of 
the 48 States will take some time. 

Mr. Mutter. May I suggest you break it into two parts and get us 
that which is readily available now and supplement it later with the 
additional information ? 

Mr. Jenninos. I will do that. 

(The information referred to above is as follows :) 

TREASURY DEPARTMENT, 
COMPTROLLER OF THE CURRENCY, 
Washington 25, July 20, 1955. 
Hion. BRENT SPENCE, 
Chairman, Committee on Banking and Currency, 
House of Representatives, Washington, D. C. 

My Dear Mr. SPENCE: Enclosed herewith is information requested by Repre- 
sentative Multer of your committee during my testimony on H. R. 6228, July 15, 
1955. There is included information concerning mortgage loans which may be 
made by State banks in the various States, both as to the permissible percentage 
of the loan to the appraised value of the property, the maximum duration of 
the loan, and amortization requirements. 

There are also included a table showing the rates of interest which may be 
charged by banks on commercial loans in the various States (these rates are, 
of course, applicable to mortgage loans as well as other types of loans), and a 
table showing the rates of interest permitted under the small-loan laws of the 
various States. 

A list of the names and addresses of national banks which went into voluntary 
liquidation between January 1, 1954, and June 30, 1955, together with the name 
of the absorbing bank where the liquidating bank was absorbed by another bank 
is enclosed. 

Mr. Multer wished to know whether the Board of Governors of the Federal 
Reserve System and the Board of Directors of the Federal Deposit Insurance 
Corporation have approved the proposed legislation. In a letter dated April 18, 
1955, addressed to Chairman Fulbright of the Senate Committee on Banking and 
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Currency, Mr. H. 8. Cook, Chairman of the Federal Deposit Insurance Corpora- 
tion, stated that that Corporation recommended enactment of the proposed legisla- 
tion. We are informed that this action was taken by Chairman Cook without 
formal Board action. A copy of this letter appears at page 8 of the Senate hear- 
ings on S. 1189. On April 25, 1955, a letter was addressed by Gov. C. Canby 
Balderston of the Board of Governors of the Federal Reserve System to Chair- 
man Fulbright, indicating that, in the opinion of the Board of Governors, enact- 
ment of the proposed amendment would be compatible with the public interest. A 
copy of this letter also appears at page 8 of the Senate hearings on 8. 1189. A 
copy of the Senate hearings is enclosed for your convenience. The admendments 
to S. 1189 adopted by the Senate (to permit mortgage loans up to 6634 percent 
of appraised value, to increase the aggregate limits on construction loans to 50 
percent of capital and surplus, and to permit 18-month construction loans cover- 
ing industrial or commercial buildings), and recommended to the House commit- 
tee in my testimony have not been considered by either the Federal Deposit Insur- 
ance Corporation or the Board of Governors of the Federal Reserve System. 

There is enclosed herewith a table showing the earnings, expenses, etc., of 
national banks for the years ended December 31, 1928, 1985, 1940, 1945, 1950, 
1953, and 1954. You will note that the gross earnings per $100 of assets were 
down slightly in 1954 from 1953, and down substantially from the year 1928. 
Net earnings per $100 of assets declined $0.05 per $100 of assets from 1953 to 
1954, and $0.14 per $100 of assets from 1928 to 1954. Of course, earnings were 
greater dollarwise in 1954 than in any of the previous years shown in the table. 

Mr. Multer wished to know whether any member of the New York law firm 
of Wood, King & Dawson had called at this office and, if so, for what reason. 
Our records indicate that on February 1, 1954, Mr. David Wood of the above- 
mentioned law firm called at this office together with a group of bankers to dis- 
cuss the possibility of legislation which would permit national banks and State 
member banks to underwrite and deal in special-revenue municipal obligations. 
On May 4, 1955, Mr. B. J. Fitzpatrick of the above-mentioned law firm telephoned 
Mr. Gidney. Mr. Gidney has no record nor recollection of the subject matter or 
the substance of the conversation. No member of this law firm has contacted this 
office on any other occasion. 

Very truly yours, 
L. A. JENNINGS, 
Deputy Comptroller of the Currency. 


Rates of interest which may be charged by commercial banks on commercial 
loans under the laws of the various States 


7 











| 7 | a 
State | Legal rate bra | State | Legal rate | 7 ener 

| (percent) (percent) | | (percent) | (percent) 

| | 

| | 
Ssh a a Sipe AD | 6 | 8 || Nebraska_-_- . | 9 | " 
eee oe se. oe | 6 | 8 || Nevada. --- | 7 | 12 
DER ce mcncinniarcor 6 | 10 |} New Hampshire = 6 | (‘) 
ee | 7 | 10 || New Jersey-_--. = 6 | 6 
CE aa toclkccunenense 6 | (4) || New Mexico. 4 6 12 
Connecticut. ---...---- 6 | 12 || New York 6 26 
A, 6 | 26 || North Carolina.._._.....| 6 | 6 
District of Columbia--- 6 | 8 || North Dakota I 4 | 7 
See 6 10 ||} Ohio_- | 6 8 
Ge 3st. iy 7 | 8 || Oklahoma__ | 6 10 
Idaho. ..... Cees | 6 8 |} Oregon } 6 10 
Tilinois.-.---- et | 5 27 Pennsylvania. - _- | 6 26 
Indiana_ -..-- — 6 | 8 || Rhode Island } 6 30 
| te da | 5 7 || South Carolina. | 6 | 7 
ee 6 10 || South Dakota. - 6 | s 
OS ea 6 6 || Tennessee - 6 6 
Louisiana. - ___-- cE 5 | 8 || Texas } 6 | 10 
Maine___ P 6 (?) Utah ; 6 10 
Maryland ee 6 | 6 || Vermont__- 6 6 
Massachusetts = “ 6 (*) Virginia 6 6 
ac AALS SE 5 | 7 || Washington _- : 6 12 
Minnesota. - ---- = 6 | 8 West Virginia 6 6 
Mississippi ----_- -- | 6 | 8 || Wisconsin ; 5 10 
Missouri. _-_- | 6 8 || Wyoming__--- | 7 10 
Montana. ---- : 6 | 10 


1 Unlimited. 
2 With exceptions. 


Note.—In no State does there appear to be a different rate of interest limited for mortgage loans having 
maturities exceeding 10 years than for commercial loans or shorter term mortgage loans. 


65695—55 4 
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States with small-loan laws and the rates of interest as of Sept. 1, 1954 


State Mazimum rate (monthly, wnless other wise stated) 
Alabama_____..-- 8 percent per annum. 
Arizona____.----. 3% percent. 
California___..... 2% percent to $100 (2 percent if security insured), 2 percent 
$100 to $500; % percent on remainder to $5,000. 
NS 3% percent to $150; 2% percent on remainder. 
Connecticut__-_---- 3 percent to $100; 2 percent $100 to $300; % percent on 


remainder to $500; 12 percent per annum after 20 months. 
District of Colum- 1 percent. 


bia. 

Pigete cou an ss 3% percent. 

Gs  . aatraincs 1% percent. 

elles 3% percent to $100; 2% percent on remainder. 

CN a ois cee 3 percent. 

"iy aie 3 eng --44 to $150; 2 percent to $300; 1 percent on remainder 
to 4 

OE ee 3 percent to $150; 1% percent on remainder to $500 (com- 
mission rate). 

rere ar Bales dent 3 percent to $150; 2 percent on remainder (commission rate). 

Kentucky __-_---- 3% percent to $150; 2% percent on remainder. 

Laie... > ---~ 3% percent to $150; 2% percent on remainder; 8 percent per 
annum 12 months after maturity. 

DE a2 ot 5 oe 3 percent to $150; 2% percent to $300; 1% percent on re- 
mainder to $2,500; 25 cents minimum charge. 

Maryland___.---- 3 percent. 

Massachusetts_._.. 2 percent (commission rate); 6 percent per annum 1 year 
after maturity. 

Michigan ------.-..- 3 percent to $50; 2% percent $50 to $300; % percent on re- 
mainder to $500. 

Minnesota _-- ----- 3 percent. 

a a er 2.218 percent on loans to $400; on larger loans 2.218 percent 
on $400 portion and 8 percent per annum on portion 
exceeding $400, both portions repaid simultaneously. 

Nebraska--_------- 36 percent per annum to $150; 30 percent per annum $150 
to $300; 9 percent per annum on remainder to $1,000. 

PN tae 3 percent to $300, 1 percent on remainder to $1,500; $5 


minimum charge. 

New Hampshire___ 2 percent plus $1 or $2 fee. 

New Jersey ------- 2% percent to $300; % percent on remainder to $500. 

New Mexico- ----- 5 percent on loans of $50 or less; $1 minimum charge. On 
larger loans 3 percent to $150; 2 percent $150 to $300; 
1 percent on remainder to $500. 10 percent per annum 
12 months after maturity and in certain other cases. 


New York.....-.-- 2% percent to $100; 2 percent $100 to $300; % percent on 
remainder to $500. 

I = EES 3 percent to $150; 2 percent $150 to $300; 8 percent per 
annum on remainder to $1,000. 

Oklahoma - - - - - --- 10 percent per annum, plus various fees. 

ae 3 percent. 

Pennsylvania _ - - - - 3 percent to $150; 2 percent to $300; 1 percent on remainder 
to $600; 6 percent per annum after 24 months. 

Rhode Island _ - --- 3 percent. 

South Dakota__---- 3 percent to $300; % percent on remainder to $2,500; $2 
minimum charge. 

Tennessee _ _ _ _- --- 6 percent per annum plus fee of 1 percent per annum. 

Se eerene 3 percent. 

Vermont_____---- 2% percent to $125; 24% percent on remainder. 

Virginia._......... 2% percent (commission rate), 6 percent per annum after 
23 months and in certain other cases. 

Washington___..__. 3 percent to $300; 1 percent on remainder to $500; minimum 
charge $1. 

West Virginia _--_-- 3% percent to $150; 2% percent on remainder. 

Wisconsin___.--.. 2% percent to $100; 2 percent to $200; 1 percent on re- 
mainder (commission rate). 

Wyoming___-_-.-- 3% percent to $150; 2% percent to $300; 1 percent on re- 


mainder to $1,000; plus service fee of $1 on loans of $50 
or less and recording fee of $1. 


on 















NATIONAL BANK MORTGAGE AND CONSTRUCTION LOANS 23 





State restrictions on real estate loans which may be made by State commercial 


banks 





Maximum percentage of loan to 
Appraised value of property 


Maximum maturity 








I as caeucaanbnne 
eae ee 


Ned ab See Sos Sece news 


TE icagecniinn ionamin 


pT ee 
New Hampshire--..--....----- 
pS Se een 
FEE PEI cctccaccecacscense 
IE oa ccacndescoccccbas 
North Carolina... ......-....-- 
eg I ii in cactiginie tina 





atc iiékcnnkddebtinnows 
, 0 RSS Ese 
RO, =e ae 
. (SO 








SN naoeanenghares Mee. : 
pe AE EERE Pees & ge Fees 

RE cube duncmaddun weaksemebeinenes 
“85 percent. ss ihapeeeerin de 
60 percent of market_- 


60 percent (a State bank may make 
any loan that it could make if oper- 
ating as a national bank). 


50 percent; 75 percent if amortized____- 
50 percent; 60 percent if amortized_..-- 
60 — UE Ades eEse ke «seeadnde 


50 peat 60 percent if amortized-_-_.-- 
No ~ oe Ti ALG EE Po SRT 2 





50 rotcnare 60 percent if amortized_._-_- 








1 year, with exceptions. 
No limit. 
Do. 
6 months. 
20 years. 
5 years; 10 years if amortized. 


No limit. 
Do. 
Do. 
Do. 
5 years; 10 years if amortized. 
No limi 
163% years. 
10 years. 
10 years; 15 years if amortized. 
No limit. 


10 years. 

20 years nonagricultural; 25 years 
agricultural. 

No limit. 


Do. 
5 years; 10 years if amortized. 
No limit. 

Do. 
20 years. 


0. 
5 years; 10 years if amortized. 
No limit. 

Do. 
10 years. 
20 years. 
3 years; 10 years if amortized. 
No limit. 


10 years; 20 years if amortized. 
No limit. 
5 years. 
No limit. 
Do. 
20 years. 


-| No limit. 


20 years. 

No limit. 
Do. 
Do. 


Do. 
5 years; 10 years if amortized. 
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Amortization requirements on mortgage loans in the various States 


Alabama__-___-_-- No requirements. 

i Do. 

Aaa... . Do. 

California... . . ---- 0. 

ee If more than 50 percent of the appraised value loaned, 40 
percent of principal must be paid within 10 years. 

Connecticut______- No requirements. 

Delaware-_---_-_---- Do. 

Weis. & css ic Do. 

OS Do. 

"aa Loans for more than 5 years must be amortized. 

OSS ee Amortization required. 

Indiana_ - ~~ -_- _.. 8 percent semiannually if loan exceeds 50 percent or 5 years. 

SS If more than 50 percent of the appraised value loaned, 40 
percent of principal must be paid within 10 years. 

5 Loans exceeding 10 years must be amortized. 

Kentucky .....-..- No requirements. 

Louisiana __-- ----- Do. 

ae Do. 

Maryland__----__-- Do. 

Massachusetts - - - - Do. 

Minnesota. - ~~~ --- 5 percent per annum amortization required (4 percent if the 
property is agricultural). 

Mississippi-_-_-_-- ~~~ No requirements. 

CO, Do. 

Montana... ._.<.- Must be amortized if for a term of more than 5 years. 

Nebraska__._____._._ No requirements. 

a ee Do. 

New Hampshire... If loan exceeds 70 percent of appraised value it must be 

P amortized. 
New Jersey______- 1 percent amortization if loan does not exceed 50 percent of 


appraised value, 2 percent if loan exceeds 50 percent of 
appraised value but is not more than 66% percent, and 5 
percent if loan exceeds 66% percent of appraised value. 


New Mexico- ----- Amortization required if loan exceeds 5 years or 50 percent 
of appraised value. 

7? No requirements. 

North Carolina___- Oo. 

Ee eae Amortization requirements 4 percent per year. 

Oklahoma._ _____-- If loan exceeds 50 percent of appraised value it must be 
amortized. 

ee No requirements. 

Pennsylvania _- - - - Must be amortized if loan exceeds 10 years. 

South Carolina___._ No requirements. 

South Dakota___ Do. 

Rhode Island_ - _ _- Do. 

Tennessee_______- Do. 

Texas_____._.____.__ Loans exceeding 50 percent of appraised value must be 
amortized. 

Oo Sal af No requirements. 

Vermont... .....- Loans exceeding 60 percent of appraised value must be 
amortized. 

Virginia_______.___ No requirements. 

Washington_____ Do. 

West Virginia____- Do. 

Wisconsin ___.___- Do. 

Wyoming________. If loan exceeds 50 percent of appraised value it must be 


amortized. 
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Earnings, erpenses, etc., of national banks for the years ended Dec. $1, 1928, 
1935, 1940, 1945, 1950, 1953, and 1954 


1935 | 





1928 | 
“Total assets at close of year | 30,259 | 28, 218 | 
*Total capital accounts at close of year_| 3,684 3, 105 
oo. es 1, 351 794 | 
Per $100 of assets cok $4. 47 $2. 81 | 
Per $100 of capital funds_____- | $36.69 | $25. 58 | 
*Gross expenses - -- whe } 988 549 
Per $100 of assets ‘ | $3.27] $1.94} 
Per $100 of capital funds | $26.83 | $17.69 | 
* Net earnings from operations | 363 | 245 | 
Per $100 of assets____. --| $1.20] $0.87 
Per $100 of capital funds. | $9.86] $7.89 | 
*Net asset losses or recoveries (includ- | } 
ing bond profits, ete.) _ __ | 172] —87 | 
Per $100 of assets <a inte aontast —$0. 24 | —$0.31 | 
Per $100 of capital OS ene a —$1.96 | —$2.78 | 
*Taxes (income) -- Souter (2) e | 
Per $100 of assets____- eatin ee (2) | 
Per $100 of capital funds ec (2) | (2) 
*Net profits before dividends | 291 | 158 | 
Per $100 of assets | $0.96 | $0. 56 
Per $100 of — ES | $7.90] $5.11 | 
*Cash dividends -- 195 | 113 
Per $100 of assets. | $0.64] $0.40 
_ Per $100 of capital funds $5. 30 | $3. 65 
tetained earnings._--.. : 96 | 45 
Per $100 of assets. _- is | $0.32} $0.16 
Per $100 of capital a $2.60 | $1.46 
| 





*Indicates amounts in millions of dollars. 
! Exclusive of transfers to and from reserve for bad debts and other valuation reserves on loans and secu- 
rities but including net losses charged to these reserves. 


2 Total taxes included with gross expenses. 
3 Includes funds transferred to reserve for bad debts and valuation reserves less the 


charged off against such reserve accounts. 
in 1954 transferred to effect a net increase in reserves for bad debts and 
have absorbed a fair portion of these amounts had the transfers not been made.) 


The CHairMAN. 


Mr. O’Hara. 


1940 


39, 734 
3, 536 
865 
$2.18 
$24. 45 
599 

$1. 51 
$16. 95 
266 

$0. 67 
$7. 50 
—24 

— $0. 06 
— $0. 67 


| 


] 
| 
a 





1945 


90, 536 
4, 656 
1, 349 


$1. 49 | 


$28. 98 


817 | 
$0. 90 | 


$17. 54 
532 

$0. 59 

$11.44 


+128 | 
+$0. 14 
+$2. 75 


170 
$0. 19 
$3. 66 

490 
$0. 54 
$10. 53 


valuation reserves. 


1950 


| 97, 240 | 
| 6,329 | 


| 2,193 
$2. 20 
| $34.65 
i 2,907 
} $1.38 
| $21.13 
| 856 
| $0.88 
| $13.52 
| 


1+26 
+$0. 03 


+$0. 41 | 


256 


| 

} 

| $0. 26 | 
| $4. 04 | 
| 


626 


$0. 65 | 


$9. 89 


230 | 


$0. 24 


$3. 63 | 


$0. 41 


| 
| 396 
| $6. 26 


Income taxes not called for separately. 


Mr. Murer. I am not quite through, Mr. Chairman. 
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Mr. Muurer. Will there be any limitation as to the maximum 
amount of any one mortgage loan, or will that be subject to the 
existing restrictions in the statute as to any one loan? 

Mr. Jenntnos. That is subject to the existing restrictions of section 
5200, United States Revised Statutes, 10 percent of capital and surplus 
to any one borrower or interest. 

Mr. Mutrer. That will also apply to mortgage loans? 

Mr. JENNINGS. Yes, sir. 

Mr. Mutter. Now, then, it is a fact, is it not, that it is much more 
expensive to any banking institution to make a series of small short- 
term loans aggregating a million dollars than it would for that same 
bank to make a series of, say, 10 long-term mortgages of a hundred 
thousand dollars each, aggregating a million dollars? It is much 
more expensive for the bank to process the short-term loans and to 
watch them and service them ? 

Mr. Jennrnes. I would say the expense has a very direct relation 
to the size of the loan. A bank that is making a hundred-thousand- 
dollar loan obviously receives a greater return than in connection with 
a thousand-dollar loan, and yet the initial expense conceivably could 
be roughly the same, if the borrower of the hundred thousand dollars 
was an A-1-plus credit risk. 

Mr. Mouurer. As a matter of fact, if you got 6 percent on your 
thousand-dollar loans aggregating a million dollars, and you only 
got 414 percent on your hundred-thousand-dollar loans, 10 of them 
aggregating a million dollars, actually the net return to the bank 
is going to be more on the ten $100,000 loans than on the thousand 
$1,000 loans; isnt’ that so? 

Mr. Jennings. I suppose in a general sense that is correct. There 
would be variations. 

Mr. Mutrer. It is true, is it not, that the banking fraternity 
throughout the country has been making more money in the last 2 
years than they have in many years before? Their profits have gone 
up consistently ? 

Mr. Jennines. Well, in total dollars, but if we go back and con- 
sider earnings in relation to each million dollars of resources, or each 
million dollars of deposits, I don’t believe that we could say that, 
because the tax situation has been such that net earnings after taxes 
per million dollars of resources, in my opinion, is less than it was 
50 years ago. 

Mr. Moutrer. They are paying bigger dividends today than they 
were 30 years ago, aren’t they ? 

Mr. Jenninos. I wouldn’t say so. 

Mr. Mutter. Dollarwise and percentagewise? 

Mr. Jennrncs. We have some data on that which I would be very 
happy to send you. 

Mr. Mutter. I would be very happy to have it. 

Let us take it compas 10 years ago and the last 2 years. Haven’t 
the commercial banks’ gross profits and net profits been higher in the 
last 2 years than 10 years ago? 

Mr. Jennines. If we base it on per million dollars of resources, or 
relate it to the aggregate capital structure, I question that that is a 
correct statement. 
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Mr. Muurer. Have the dividends of the banks in the last 2 years 
been higher than they were 10 years ago? 

Mr. JeNNiNGs. That may be true, but I would like to forward to the 
committee a schedule showing the earnings of national banks in rela- 
tion to each million dollars of resources the banks of the country have, 
and in relation to the capital structure. I don’t think it is a correct 
statement to say that the banks are making more money than they ever 
did, based on their capital structures or deposit structures and total 
resources; I don’t believe that is true. 

Mr. Mourer. I guess all the newspaper publicity and all the trade 
magazine publicity that has been coming across our desks recently, in 
the Wall Street Journal, Journal of Commerce, Bank Trade papers, 
and so forth, are all wrong ? 

Mr. Jenninos. Of course periodicals are very prone to take the total 
dollar figure, and if it is more than it was a year ago, or 2 years ago, 
or 5 years ago, they assume that banks are making a lot more money, 
but we must remember that the capital structures of banks increased 
tremendously. Since 1946, let us take the national banking system 

Mr. Mutrer. Did they increase because of additional capital in- 
vestment, or because of increased surplus? 

Mr. Jenninos. They increased to the extent of about 20 percent 
through the sale of new capital stock, and I would say about 80 per- 
cent through retained earnings, but since 1946 the national banking 
system has increased its total capital structure from roughly $4 billion 
to roughly $8 billion, and 20 percent of that grew out of the sale 
of new stock. 

I am giving rough figures—and about 80 percent grew out of re- 
tained earnings. Of course, the banks grew very substantially during 
that period. Many of them found it was necessary to augment their 
capital funds through the sale of new capital stock, and they did that 
so they would provide the depositors with more protection. They 
have roughly doubled their capital strength since 1946. 

Mr. Berrs. Will the gentleman yield there ? 

Mr. Mutrer. Yes. 

Mr. Berrs. I would like to ask one question here in connection with 
the possibility of increased earnings. 

Assume they have. Is there anything particularly wrong about it? 

Mr. JenNNiNGS. There is nothing in the world wrong with increased 
earnings, but the fact remains that with an increased capital structure 
a bank has to earn more money in order to pay appropriate and proper 
dividends on the capital structure that it has. We are just happy as 
can be if they can earn more money. Generally, they earn more 
money through serving their communities to better advantage because 
they make most of their money through loaning their funds. 

Mr. Berrs. Thank you. 

Mr. Mutter. What percentage of value is—is there no limitation 
to be placed in this proposed amendment on these new mortgage 
loans? 

Mr. JENNINGS. We are recommending that the recommendation of 
the American Bankers Association be adopted, which would permit 
first-mortgage loans to be made up to 6624 of the appraised value of 
the improved farm or urban realty. 
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Mr. Murrer. Are there any States where the banking authorities 
or the banking law prohibits lending up to two-thirds of appraised 
value on mortgage loans? 

Mr. Jenntnes. Yes; there are some. 

Mr. Mourrer. Why should we put the national banks in those States 
in a better competitive position than those State banks? Why 
shouldn’t this be limited to the same provisions as the State laws / 

Mr. Jenninos. That question obviously is difficult to answer, for 
this reason; For years the national banks in many important States 
have been at a very definite competitive disadvantage in connection 
with State banks that are permitted to go to 6624. In this dual bank- 
ing system of ours we can’t have uniformity 100 percent. We are now 
convinced that 6624 is the proper level to go to in making a first-mort- 
gage loan, based on our own experience and the experience of those 
important States that have permitted the State banks to go to that 
point. 

After all, the States that may hold to the 60-percent limitation, or 
even those that may hold to the 50-percent limitation are certainly free 
to reconsider the matter and go to 60 percent or 6624 percent if they 
wish to. 

Mr. Muvrer. When you talk about putting national banks in a bet- 
ter competitive position, when you say a better competitive position 
do you actually want them to be in a better competitive position than 
the banks in some of the States in which they are operating, or do you 
mean a better competitive position relative to what they are doing now ? 

Mr. Jennrnes. We want them in a better competitive position than 
they are now, and we hope with the passage of this bill they would, in 
many States, be on an equal competitive basis. 

Mr. Muurer. Ever since I have been on this committee I think it 
has. been the intent of the committee, and I think we have been able 
to get the Congress to go along with us, to equalize the advantages 
between the State banks and the national banks operating within any 
one State. I think wherever there has been a disadvantage pointed 
out to us we have tried to correct it so they would both be on the same 
basis. 

Why should we go any further than doing that same thing with 
reference to these mortgages? Why shouldn’t we say to the national 
banks, “You can lend on mortgages to the same extent as any State 
bank is authorized to lend in the State in which you are operating”? 

Mr. Jenntnos. I don’t think anything at all of that approach, sir. 

Now, when we speak about competitive advantages, and disad- 
vantages, let me say this, and I mean it from the heart: The national 
banks of this country almost invariably—in practically every State, 
are operating at a competitive disadvantage with the State institutions 
in those States. Let me point out, that we have States out in the 
Middle West, in the farm States, where a State bank can loan up to 50 
percent of its capital and surplus to one farmer. I don’t believe that 
the Comptroller’s Office is ever going to come before any committee of 
Congress and recommend that the national banks in that State be per- 
mitted to loan up to 50 percent of their capital and surplus to one 
farmer. We just can’t meet all of these things. 

We have a dual banking system. There are bound to be certain 
differences. I don’t believe for one moment that we in the Comp- 





























NATIONAL BANK MORTGAGE AND CONSTRUCTION LOANS 29 


troller’s Office or that the Congress should always try to place national 
banks on exactly the same basis as a State bank. Certainly, they 
make no attempt whatsoever to place themselves on exactly the same 
basis as the national banks. That is part of the dual banking system. 

Mr. Muurer. If they don’t do the right thing why should we follow 
them ? 

Mr. Jenninos. I don’t agree it is a matter of doing the right thing. 
We are only recommending those things to the Congress which we 
think are completely sound. If it happens that in a particular State 
that State banks are operating on a somewhat different basis than the 
national banks, I think that is immaterial. They have a perfect right 
to adjust their own laws. 

Mr. Mutter. You don’t think that is going to increase the credit 
available for mortgages in those States when the national banks would 
be loaning up to two-thirds of appraised value, and the State bank is 
only loaning up to 50 percent of appraised value? 

Mr. Jenninos. I don’t think it would have an effect on the overall 
mortgage credit available to a point worth talking about. I don’t 
believe it would have that effect, sir. 

Mr. Murer. You cant’ be serious. In an area where they can only 
get 50 percent when you increase the right to get up to two-thirds of the 
value, you are not going to increase the mortgage activity and building 
activity ? 

Mr. Jenninos. Let us say in certain States we have a law that 
permits mortgage limits for State banks up to 50 percent. Don’t 
think for 1 minute there are not savings and loan associations that can 
go higher, that insurance companies are not going higher than even the 
6624, and so those loans are being made. 

Mr. Mutrer. You are not concerned with trying to make funds 
available in areas where there are no funds now available for mort- 
gages? 

Mr. Jenninos. I think we are concerned with placing on the statute 
books a law that would enable national banks on a sound, conservative 
basis to make first-mortgage loans in the best interests of the com- 
munities they serve, and which would enable borrowers, when they seek 
such loans, to obtain loans that would run for 20 years, so that they 
are sure that they will have that loan for the full 20-year period. 
rather than having to consider whether they will accept a 10-year 
maturity, and, if they don’t like it, go to a savings and loan associa- 
tion, or insurance company, or in many, many cases to a competing 
State bank: we think it is a sound situation. 

Mr. Mvctrer. I would like to have some specifics on the generalities 
you have just given us. No.1, you said in your statement— 

But it is true the bank has an opportunity at the 10-year period to examine its 
position and refuse to continue the loan from a practical standpoint. This 
seldom occurs. 

Ts that factually correct ? 

Mr. Jenntnes. That has been our experience. 

Mr. Mutter. What do your examiners do? Don’t they go into 
these banks and tell them, “You must examine your position and your 
security before you extend or renew a loan”? 

Mr. JenninGs. They do examine their position, but if they find 
it isa good loan, the bank wants to retain the loan. 
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Mr. Muurer. That isn’t what you said. You said from a practical 
standpoint this seldom occurs, meaning they seldom reexamine their 
position ; isn’t that what you said? 

Mr. Jennings. I did not mean it in that way. From a practical 
standpoint of examining their position, if they have a good loan 
they want to retain it. If they have a poor loan, who is going to take 
that poor loan over? No bank wants to foreclose and take over the 
property itself. 

Mr. Muurer. I am mistaken, then. Your examiners do insist the 
bank reexamine their position each time the loan matures ? 

Mr. Jenninos. If we find a bank that does not follow such a pro- 
cedure, we insist they examine their position. It is rare that it is 
required of an examiner that they make such a request. 

Mr. Mutter. I am glad to have my misinterpretation of that 
statement corrected. Let’s go to the next one. 

You also say that— 


granting this additional lending authority, as proposed by this amendment, will 
possibly— 


and 1 quote— 


possibly increase to some extent the availability of funds for real-estate financing 
In some areas. 

Please give to us, and if you can’t do it now, then furnish to us for 
this record, a list of the areas in this country where there are not avail- 
able funds for real-estate fiancing. Do you know of any such? 

Mr. Jennrinos. I don’t know where the areas are where there are 
not sufficient available funds for mortgage loans at this particular 
moment. I don’t know that I could find out. I might search around 
and find that as of this moment there are no such areas. 

Mr. Mutrer. I am inclined to agree with you that there are no such 
areas in this country today where there are not available funds for 
real-estate financing. 

Mr. JENNINGS. I didn’t say there were no such areas. I said I 
wasn't sure that I would find such areas. 

Mr. Movrrer. I am not trying to put words in your mouth. I am 
giving you my opinion that I don’t believe there are any such areas 
in the country today where there are no available funds for mortgage 
or real-estate financing. I think if you will give this additional 
authority to the national banks, you are not going to increase any 
lending facilities or any money in the market or in an area where it 
needs it, but what you are going to do is increase the competition 
between all of the lending facilities today, the insurance companies, 
savings and Joan associations, and the savings banks, and simply pour 
that much more money into the same market that does not yet call for 
any more money. 

Mr. Jennrnos. I will say this: I think it will enable the national 
banks to better compete in certain areas, particularly in those States 
where State banks may now go up to 6624, and we know that the insur- 
ance companies and savings and loan associations all over the country 
can go that high. 

I think it will enable national banks to better compete. I have very 
definite reservations that it would create a situation that would make 
for more mortgage-loan money in the market. I don’t believe it would. 

Mr. Mourer. Mr. Jennings, is this a new philosophy in the Office 
of the Comptroller of the Currency that banks should be in a competi- 























NATIONAL BANK MORTGAGE AND CONSTRUCTION LOANS 31 


tive position, and are you giving up the theory that banks should be 
in the nature of a monopoly in each community ? 

Mr. Jenninos. Mr. Muiter, we think that the national banks should 
be in a position to soundly compete with other lending agencies, to 
soundly compete. 

Mr. Muurer. Now, before I go to the next subject, Mr. Davidson, 
did you want to ask a question along this same line ? 

Mr. Davinson. Yes. I just wanted to say you were discussing the 
practical difference between loans which went to the extent of 50 
percent of the appraised value and then 6634 of the appraised value. 
As a practical situation, the difference between 50 percent and 6624 
percent of the so-called appraised value, isn’t that largely a matter 
of the frame of mind of the mortgage committee of a given bank? 

Mr. Jenninos. I think, Mr. Davidson, that that is a pretty broad 
statement. We believe, and, on the basis of our examinations, we 
know, that the appraisal committees of the national banks that make 
the appraisals of the properties on which applications have been made 
for mortgage loans, do a good job. 

We do recognize, too, that the appraisal of a piece of real estate is 
not a science. It is an art, based on the knowledge of the appraisers 
of real estate in their community, and we think they do a good job 
of it, but there are no doubt, appraisal committees in certain banks 
that might be inclined to be a little more liberal in their appraisal 
of a particular property than appraisal committees of other banks. 
I have seen many appraisals made, tying in with bank work, by pro- 
fessional companies where 2 or 3 highly rated appraisal companies 
have gone out and appraised a large office building and there has been 
a wide difference in their final appraisal. We think, on the whole, 
that bank appraisal committees do a very good job of it. 

Mr. Davipson. Would you feel, in answer to Mr. Multer’s question, 
that the areas where there are no available funds for mortgage financ- 
ing might increase if by any chance the Rules Committee of the House 
of Representatives didn’t give us a rule on the housing bill and FHA 
should die? 

Mr. JenniNGs. I certainly feel the demand on the banks and insur- 
ance companies would increase; yes. 

Mr. Davinson. There would be some areas, possibly, then, where 
there was not sufficient available funds for mortgage financing and 
legitimate activity in the fields? ; 

Mr. Jennines. I think that would be very true, Mr. Davidson. 

Mr. Davinson. Thank you. 

Mr. Mouurer: Mr. Jennings, has this proposal been discussed with 
the Federal Reserve Board ? 

Mr. JENNINGS. It was discussed last winter in a general way, when 
we were preparing our proposed recommendation to the Congress; 
yes. 
Mr. Murer. Have they.taken a position on it? 

Mr. Jennrnos. They have not taken a position, to the best of my 
knowledge. 

Mr. Murer. Has it been submitted to the Board of the Federal 
Deposit Insurance Corporation ¢ 

Mr. Jennines. I believe—and I think I am certainly correct in 
this—that the Budget Bureau submitted our recommendation to both 
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the FDIC and the Board of Governors of the Federal Reserve System 
last winter. 

Mr. Mutrer. Do you know whether or not it has been considered at 
any Board meetings of the FDIC? 

Mr. Jennrnos. | don’t know that, sir. 

Mr. Mutrer. Will you find out for us, please ,and let us know ? 

Mr. Jenninos. I will, sir. 

(The information referred to appears at p. 20.) 

The Cuarmman. Mr. Jennings, would there be ample funds in the 
home-mortgage field if there was no Government stimulation, Govern- 
ment insurnace and Government market for the securities? Do you 
think there would be sufficient funds to meet the needs of the people if 
there was no Government stimulation ¢ 

Mr. Jennings. I think it would be most difficult for the private 
lenders to meet this situation, Mr. Chairman, if the FHA and the VA 
were not in the field. 

I think it would be most difficult for them to do so. 

Mr. Mvuurer. Mr. Jennings, passing now to the extension of the 
short-term loan and construction loan from a 6-month period to 9- 
month period, are you familiar with the construction field ? 

Mr. Jenntnes. Only through having been a national-bank examiner 
and having looked over loans of that type in years past. 

Mr. Mutter. Do you know in what areas, if any, there is any demand 
for increasing the short-term construction loan from 6 to 9 months? 

Mr. Jenntnes. I would say that the demand stems from many, 
many areas inthiscountry. It is conceivable that Mr. Reilly, who will 
represent the ABA, can go into that more thoroughly than I, but I am 
convinced that the demand is general. 

Mr. Murer. You can’t give us any specifics at the moment ? 

Mr. Jennrtnes. No. I don’t believe I am prepared to be specific 
on that point. 

Mr. Murer. In that type of loan, would it be required that a per- 
formance bond be furnished to the lending institution ¢ 

Mr. Jennines. It would be required that a completion and release 
of lien bond be held by the bank and also a takeout commitment. 

Mr. Mcurer. That is standard procedure today ? 

Mr. Jennies. I wouldn’t say it is completely standard, but we 
think it is the soundest procedure to follow in that field. We think 
that there are many areas—many States, I might point out, Mr. 
Multer, that don’t require that. We have had some complaints from 
our bankers, national bankers, that that is too severe, and that the State 
banks aren’t held to that rigid code, but we have felt that it was the 
sound thing to incorporate in the bill. 

Mr. Muurer. And your bank examiners usually insist upon it? 

Mr. Jenninos. Are you referring now to the construction mortgage 
loans on farm and residential properties, or on commercial build- 
ing, sir? 

Mr. Muurer. I am referring to it on the multifamily buildings, 
the multifamily dwellings and commercial buildings. 

Mr. Jpnninos. At the present time a bank cannot—a national 
bank—cannot make a construction mortgage loan which would not 
be regarded under the statutes as a real-estate mortgage loan on a 
commercial or industrial property. They can, of course, make first 
mortgage loans up to 60 percent of the appraised value of commercial 
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properties by advancing the funds on a basis that at no time will 
they have in the project more than 60 percent of the overall value 
that has gone into the property, so the question just isn’t apropos now. 

Mr. Murer. You referred to some voluntary liquidations of, | 
believe, some 59 banks, that went into voluntary liquidation during 
1954. Can you supply us with the names and addresses of each of 
the banks that went into voluntary liquidation since January 1, 1954? 

Mr. Jenntnas. Yes, I can, sir. Do you want that to cover just 
through 1954 or through June 30? 

Mr. Muurer. As current as you can make it. 

Mr. Jenninos. All right, sir, we will do that. 

(The information referred to is as follows :) 


List OF NATIONAL BANKS REPORTED IN VOLUNTARY LIQUIDATION FROM JANUARY 1, 
1954, To JUNE 30, 1955, INCLUSIVE, WITH NAME OF PURCHASING BANK IN CASES 
WHERE A TAKEOVER WAS INVOLVED 


The Schenevus National Bank, Schenevus, N. Y. 
Purchasing bank: Wilber National Bank of Oneonta, N. Y. 
The First National Bank of Belle Vernon, North Belle Vernon, Pa. 
Purchasing bank: The First National Bank of McKeesport, Pa. 
The City National Bank of Pottsville, Pa. 
Purchasing bank: The Pennsylvania National Bank & Trust Company of 
Pottsville, Pa. 
The First National Bank of McDonald, Pa. 
Purchasing bank: Peoples First National Bank & Trust Co., Pittsburgh, Pa. 
The First National Bank of Lebanon, Oreg. 
Purchasing bank: The First National Bank of Portland, Oreg. 
The First National Bank of Cottage Grove, Oreg. 
Purchasing bank: The First National Bank of Portland, Oreg. 
The First National Bank of Prineville, Oreg. 
Purchasing bank: The First National Bank of Portland, Oreg. 
The First National Bank of Eugene, Oreg. 
Purchasing bank: The First National Bank of Portland, Oreg. 
The First National Bank of Forest Grove, Oreg. 
Purchasing bank: The First National Bank of Portland, Oreg. 
The First National Bank of Los Gatos, Calif. 
Purchasing bank: American Trust Co., San Francisco, Calif. 
The Peoples National Bank & Trust Company of Monessen, Pa. 
Purchasing bank: Mellon National Bank & Trust Co., Pittsburgh, Pa. 
The National Bank of Ford City, Pa. 
Purchasing bank: Mellon National Bank & Trust Co., Pittsburgh, Pa. 
The North Berwick National Bank, North Berwick, Maine 
Purchasing bank: The First National Bank of Biddeford, Maine 
The National Bank of Seneca, Kans. 
Purchasing bank: The Citizens State Bank of Seneca, Kans. 
The First National Bank of Delphos, Kans. 
Purchasing bank: None 
The First National Bank of Mountain View, Calif. 
Purchasing bank: Central Bank, Oakland, Calif. 
The First National Bank at Williamsburg, Pa. 
Purchasing bank: The Colonial Trust Co., Pittsburgh, Pa. 
The First National Bank of Binford, N. Dak. 
Purchasing bank: Binford State Bank, Binford, N. Dak. 
Torrance National Bank, Torrance, Calif. 
Purchasing bank: California Bank, Los Angeles, Calif. 
The Farmers National Bank of Bellefonte, Pa. 
Purchasing bank: Bellefonte Trust Co., Bellefonte, Pa. 
The First National Bank of Girardville, Pa. 
Purchasing bank: The Union National Bank of Mahanoy City, Pa. 
The First National Bank of Blanchard, Okla. 
Purchasing bank: First State Bank, Blanchard, Okla. 
The First National Bank of New Bethlehem, Pa. 
Purchasing bank: Oil City Trust Co., Oil City, Pa.’ 


2 Changed title July 1, 1954, to First Seneca Bank & Trust Co. 
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The First National Bank of Oakdale, Calif. 

Purchasing bank: Central Bank, Oakland, Calif. 
The Live Stock National Bank of Omaha, Nebr. 

Purchasing bank: The Omaha National Bank, Omaha, Nebr. 
The Produce National Bank of South Deerfield, Mass. 

Purchasing bank: First National Bank & Trust Co. of Greenfield, Mass. 
Mechanics and Merchants National Bank of Vallejo, Calif. 

Purchasing bank: The Anglo California National Bank of San Francisco, 

Calif. 

The First National Bank of Clarington, Ohio 

Purchasing bank: The First National Bank of Powhatan Point, Ohio 
First National Bank of Buechel, Ky. 

Purchasing bank: The First National Bank of Louisville, Ky. 
The First National Bank of Hinton, Okla. 

Purchasing bank: The First State Bank, Hinton, Okla. 
First National Bank of Antioch, Calf. 

Purchasing bank: Wells Fargo Bank & Trust Co., San Francisco, Calif. 
The National Bank of Brookville, Pa. 

Purchasing bank: Du Bois Deposit National Bank, Du Bois, Pa. 
First National Bank of Renton, Wash. 

Purchasing bank: Seattle-First National Bank, Seattle, Wash. 
The First National Bank at Canonsburg Pa. 

Purchasing bank: Peoples First National Bank & Trust Co., Pittsburgh, Pa. 
Marine National Bank of Chicago, Il. 

Purchasing bank: Central National Bank in Chicago, Il. 
First National Bank at Beaver Falls, Pa. 

Purchasing bank: Mellon National Bank & Trust Co., Pittsburgh, Pa. 
First National Bank in Finleyville, Pa. 

Purchasing bank: The First National Bank of McKeesport, Pa. 
Sligo National Bank, Sligo, Pa. 

Purchasing bank: First Seneca Bank & Trust Co., Oil City, Pa. 
The First National Bank of Rimersburg, Pa. 

Purchasing bank: First Seneca Bank & Trust Co., Oil City, Pa. 
The National Marine Bank of Baltimore, Md. 

Purchasing bank: Fidelity-Baltimore National Bank & Trust Co., Baltimore 

Md. 
The Ridley Park National Bank, Ridley Park, Pa. 

Purchasing bank: Fidelity-Philadelphia Trust Co., Philadelphia, Pa. 
The First National Bank of Roscoe, Pa. 

Purchasing bank: The First National Bank of McKeesport, McKeesport, Pa. 
The First National Bank of Apollo, Pa. 

Purchasing bank: Apollo Trust Co., Apollo, Pa. 
The Nassau County National Bank of Rockville Centre, N. Y. 

Purchasing bank: The Franklin National Bank of Franklin Square, N, Y. 
First National Trust & Savings Bank of Santa Barbara, Calif. 

Purchasing bank: First Western Bank & Trust Co., San Francisco, Calif. 
The First National Bank of San Jacinto, Calif. 

Purchasing bank: First Western Bank & Trust Co., San Francisco, Calif. 
The First National Bank of Crows Landing, Calif. 

Purchasing bank: First Western Bank & Trust Co., San Francisco, Calif. 
The First National Bank of Weed, Calif. 

Purchasing bank: First Western Bank & Trust Co., San Francisco, Calif. 
First National Bank in Delano, Calif. 

Purchasing bank: First Western Bank & Trust Co., San Francisco, Calif. 
The First National Bank of Fairfield, Calif. 

Purchasing bank: First Western Bank & Trust Co., San Francisco, Calif. 
The First National Bank of Garden Grove, Calif. 

Purchasing bank: First Western Bank & Trust Co., San Francisco, Calif. 
The First National Bank of Los Altos, Calif. 

Purchasing bank: First Western Bank & Trust Co., San Francisco, Calif. 
The First National Bank of Bellflower, Calif. 

Purchasing bank: First Western Bank & Trust Co., San Francisco, Calif. 
The Temple City National Bank, Temple City, Calif. 

Purchasing bank: First Western Bank & Trust Co., San Francisco, Calif. 
First National Bank in Turlock, Calif. 
Purchasing bank: First Western Bank & Trust Co., San Francisco, Calif. 
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First National Bank in Santa Ana, Calif. 

Purchasing bank: First Western Bank & Trust Co., San Francisco, Calif. 
First National Bank in Corcoran, Calif. 

Purchasing bank: First Western Bank & Trust Co., San Francisco, Calif. 
The Atlas National Bank of Cincinnati, Ohio 

Purchasing bank: The First National Bank of Cincinnati, Ohio. 
The First National Bank of Byesville, Ohio 

Purchasing bank : The Central National Bank at Cambridge, Ohio. 
The Silver Springs National Bank, Silver Springs, N. Y. 

Purchasing bank: The Citizens Bank of Arcade, N. Y. 
The First National Bank at McKees Rock, Pa. 

Purchasing bank: Peoples First National Bank & Trust Co., Pittsburgh, Pa. 
Liberty National Bank of Chicago, Ill. 

Purchasing bank : Chicago National Bank, Chicago, IL. 
The First National Bank of California, Pa. 

Purchasing bank: The First National Bank of McKeesport, Pa. 
The National Bank & Trust Company of McConnellsville, Pa. 

Purchasing bank: The Second National Bank of Uniontown, Pa. 
The First National Bank of Natrona, Pa. 

Purchasing bank: Peoples First National Bank & Trust Co., Pittsburgh, Pa. 
Oilfields National Bank in Brea, Calif. 

Purchasing bank: California Bank, Los Angeles, Calif. 
Philmont National Bank, Philmont, N. Y. 

Purchasing bank: The Farmers National Bank of Hudson, N. Y. 
The Second National Bank of Boston, Mass. 

Purchasing bank: Second Bank-State Street Trust Co., Boston, Mass. 
The Clarion County National Bank of Knox, Pa. 

Purchasing bank: Oil City National Bank, Oil City, Pa. 
The First National Bank of Shippenville, Pa. 

Purchasing bank: First Seneca Bank & Trust Co., Oil City, Pa. 
The First National Bank of Riverdale, Calif. 

Purchasing bank: First Western Bank & Trust Co., San Francisco, Calif. 
Lincoln National Bank of Newark, N. J. 

Purchasing bank: The National State Bank of Newark, N. J 
The First National Bank of Bloomingdale, N. J. 

Purchasing bank: First National Bank & Trust Co. of Paterson, N. J. 
The First National Bank of Point Marion, Pa. 

Purchasing bank: Gallatin National Bank, Uniontown, Pa. 
The First National Bank of Dawson, Pa. 

Purchasing bank: Gallatin National Bank, Uniontown, Pa. 
First National Bank of Waitsburg, Wash. 

Purchasing bank: The National Bank of Commerce of Seattle, Wash. 
Dysart National Bank, Dysart, Iowa 

Purchasing bank: Dysart State Bank, Dysart, Iowa. 
The Citizens National Bank of Claremont, Calif. 

Purchasing bank: Security-First National Bank of Los Angeles, Calif. 
The First National Bank of Volant, Pa. 

Purchasing bank: Lawrence Savings & Trust Co., New Castle, Pa. 
The Uncas-Merchants National Bank of Norwich, Conn. 

Purchasing bank: Hartford National Bank & Trust Co., Hartford, Conn. 
The First Uational —_ of Bailey, Tex. 

Purchasing bank: No absorbing or succeeding association. 


Mr. Mourrer. In urging the deletion of that section requiring publi- 
cation in the city of New York, and even though I am from New 
York and New York papers will lose by it, I can see the justice of the 
recommendation. When you do, howev er, leave in the provision 
that publication must be in the local new spapers, what is meant by 
local newspaper ? 

Mr. Jenninos. That is the newspaper in the town where the liqui- 
dating bank has been located. Now, there are some very, very small 
communities, as you are aware, where a bank liquidates and there is 
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no local newspaper. Then they have to publish the notice in the 
nearest newspaper of general circulation. 

Mr. Muurer. I am just. wondering whether or not that is sufficient 
notice. What is the purpose of this notice of liquidation? Who is it 
intended to notify, the bank is going into liquidation? The creditors 
or the stockholders ? 

Mr. Jennrtnes. Not so much the stockholders, because they will all 
receive a letter referring to a meeting of the shareholders to vote on 
the matter. It is primarily to inform any creditors of a national bank 
that they should submit their claims. That is the basic purpose, sir. 

Mr. Muurer. The stockholder gets notice. A street pul.ye liqui- 
dation cannot be brought about unless there is a meeting of stock- 
holders and they get specific notice of it. The intent is to give notice 
to creditors. 

Mr. Jenntnoes. That is right. 

Mr. Mutrer. I wonder whether when we limit the publication of the 
notice, to the locality, particularly a small locality, 25,000 or 50,000 
people, are we giving sufficient notice to creditors? 

Mr. JENNINGS. We definitely feel we are giving sufficient notice, sir. 
When a bank goes into liquidation in a small or large community, it 
is a matter of some moment and the people generally know of it. 
There is some question that it is necessary to have any notice, but we 
won't go that far. 

We think it is necessary that a 60-day notice appear in the local 
newspaper. 

Mr. Mutrer. Certainly those creditors whose names appear upon 
the books of the bank get written notice of the proposed liquidation; 
do they not? 

Mr. JennriNGs. Let mesee. Ifthe bank is being acquired by another 
institution, through the acquiring of its assets and the assumption 
of its liabilities, and the bank is then placed in liquidation, I don’t 
believe there is any specific legal requirement that the acquiring bank 
write a letter to every one of the depositors, but I think as a matter 
of practice, in almost all cases the acquiring bank simply from the 
standpoint of goodwill and public relations, does write a letter to every 
depositor and every borrower and every customer of the bank. 

Mr. Murer. There are two other subjects I want to touch on very 
briefly. Are you acquainted with the testimony that was adduced 
before the District Committee of the House with reference to small- 
loan companies? The testimony was concluded yesterday. 

Mr. Jenninos. I am not, Mr. Multer. 

Mr. Mutrer. Your office has not taken any position with reference 
to that proposed legislation as to small-loan companies in the District 
of Columbia? 

Mr. Jennines. I am not aware that any position has been taken by 
the Treasury. 

Mr. Mutrer. Would you say that the local banks are doing their 
full job, if, as testimony before that committee shows, 50 percent of 
the business of 103 small-loan companies located outside of the Dis- 
trict; that is, these 103 small-loan companies are located in Maryland 
and Virginia, just outside of the District, and 50 percent of their 
business comes from the District of Columbia. Is that an indication 
as to whether or not local banks are doing their full job? 
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Mr. Jennines. Mr. Multer, I would have to see those loans in order 
to give you an intelligent answer. I would like to see the type of loans 
that they are acquiring. 

Mr. Mutter. The statement was also made to the District of Colum- 
bia Committee in connection with that legislation, that if the Con- 
gress authorizes or passes that legislation for the establishment of 
small-loan companies in the District of Columbia, 70 of 103 small- 
loan companies out of the District will go out of business because it 
will take their business away. 

Mr. Jennines. Why will it take their business away ? 

Mr. Muurer. Because the District companies will do the lending in 
the District. Ifthe legislation is passed and they organize these small- 
loan companies in the District to do that business of small loans, then 
70 to 103 of these small-loan companies in Maryland and Virginia will 
go out of business because they will lose their borrowers in the District. 

Mr. Jennines. During this testimony was anything said as to the 
type of loans, the collateral that was put up against the loans—any- 
thing on that side of it ? 

Mr. Mutter. They were considering loans up to $600. Loans to 
people who needed sums up to $600, who would pay them back in 
installments. 

Mr. Jenntnes. I don’t know of a bank in the District of Columbia 
that isn’t happy to make small loans to deserving borrowers. I can’t 
answer this question intelligently without knowing the type of loans 
they are making, and whether the rates they are obtaining are much 
higher than the banks can charge. If the latter is true, they could 
take a greater risk and things of that character. 

I frankly don’t know. 

Mr. Mutrer. What is the highest interest rate charged by the Dis- 
trict of Columbia banks? 

Mr. Jenninos. It is my opinion the legal rate here is 6 percent. 
Mr. Reiley can confirm that. 

Mr. Retiiy. Eight percent. 

Mr. JenntNGs. I am informed by Mr. Reilly the legal rate is 8 
percent. 

Mr. Mutter. Very few banks in the District charge 8 percent. 

Mr. JennriNGs. Very few borrowers of any consequence would pay 
8 percent. 

r. Muurer. I am now talking about the borrower who needs five 
or six hundred dollars for a year, and pays it back in monthly in- 
stallments. Do you know any of the local banks who are doing that 
kind of lending? 

Mr. Jenninos. Yes; I do, sir. 

Mr. Murer. These people, apparently, are paying as much as 3 
percent a month, 36 percent a year, as interest on their loans from these 
small-loan companes. 

Tell me, who is it that has asked for this legislation, Mr. Jennings? 

Mr. Jennrnes. You mean the mortgage loan law? 

Mr. Muurer. Yes. 

Mr. Jenntnos. I don’t believe that any specific bank made a request 
of the Office of the Comptroller of the Currency for the revision in 
section 24 of the Federal Reserve Act. There is a committee of the 
American Bankers Association called the legislative committee. It 
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meets with the Office of the Comptroller of the Currency, also the 
Board of Governors of the Federal Reserve System at least once each 
year to discuss what might be considered necessary legislation. 

I am not at all sure—as a matter of fact, I feel rather certain that 
the Office of the Comptroller of the Currency suggested that matter 
for discussion with the American Bankers Association legislative 
committee, rather than vice versa, but I would have to check my records 
to be sure. 

We have been considering this matter for a long time. 

Mr. Mutter. It is fair to assume, then, the only one who has con- 
tacted your office with reference to this is the representatives of the 
American Bankers Association ? 

Mr. Jenntnos. No. I don’t think it is fair to assume that because 
after the matter—after we submitted the bill to the Congress, and it 
received publicity, various bankers who called at my office have dis- 
cussed it. I have been very happy to discuss the matter with them, 
to obtain their views, but prior to submitting the bill, I think it is a 
fair statement that the matter was only discussed with the legislative 
committee of the American Bankers Association. 

Mr. Mutter. Have the representatives of the Independent Bank- 
ers Association contacted your office with reference to this? 

Mr. Jenntnes. No, sir. 

Mr. Mutter. Do you know whether or not they have been alerted 
to the pendency of this legislation ? 

Mr. Jenntnos. I haven’t any idea, but I would be of the opinion— 
because this will help many, many small banks to more effectively 
and soundly compete with State institutions—it would be my belief 
that the Independent Bankers Association would be for* this legis- 
lation. 

Mr. Mutrer. Other than the representatives of the American Bank- 
ers Association and representatives of these banks, who were called 
in to discuss the matter in your office, have any paid lobbyists called 
upon your office with reference to this? 

Mr. Jenninos. None whatsoever. 

Mr. Mutter. Surely that wouldn’t be necessary, would it? 

Mr. JENNINGS. Well, I would hope not, but I have answered your 
question, sir. 

Mr. Mutrer. I am not trying to trick you, Mr. Jennings, but I have 
a very definite point in mind. Do you know the law firm of Wood, 
King & Dawson, of New York City ? 

Mr. Jennrnos. If I do, it is very casually. It doesn’t register 
with me. 

Mr. Mutter. Do you know whether any representative of that 
law firm has called upon your office either to see you, or Mr. Gidney, 
or anyone in your office ? 

Mr. Jenninas. It could be. I don’t recognize the firm. I don’t 
recognize any individual in the firm. 

Mr. Mouurer. I wish you would make inquiry of Mr. Gidney and 
Mr. Taylor and anyone else you think inquiry should be addressed to, 
and let this committee know whether or not any representative of 
Wood, King & Dawson, a law firm at 48 Wall Street, New York 
City, has called there, and if so, why they called there. The reason 
I am making the inquiry is that the Congressional Record of June 
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2, 1955, on page 6396, shows that that law firm was retained for $90,000 
as a lobbyist with reference to legislation meerey the interests of 
commercial banks, and I would like to know why that was necessary 
and what they did or are going to do in connection with or any other 
legislation before the Congress. 

I think this committee would like to know. Iam making no charges. 
We would like to have the information. 

Mr. JenniNGs. I wish to say here and now that I am as reasonably 
positive as one can be, without checking the records, that we have had 
no one from any firm of attorneys or from any bank come into our 
office prior to submitting the bill urging that this real-estate mortgage 
law be changed. I think subsequent to the bill receiving publicity, 
yes. Many bankers talked about it in our office. 

Mr. Mutrer. Mr. Jennings, so that the record will be perfectly 
clear, not only am I making no charge with reference to your office 
or anybody there, but I am sure that if any representative had called 
in your office to discuss this matter with anybody there, that the gen- 
tlemen they discussed it with didn’t know they were coming there 
as paid lobbyists. 

Mr. Jenntnos. And your question refers to any subject which a 
representative of Wood, King & Dawson may have discussed in our 
office ¢ 

Mr. Mutrer. Yes, sir. 

Mr. Jennines. Any subject? 

Mr. Mutrer. Yes, sir. 

Mr. JENNINGS. You would like to have the committee informed as 
to, one, did a representative from this firm call at the Office of the 
Comptroller, coal if so, what was the subject of discussion ? 

Mr. Muurer. Yes, sir. 

Mr. Jenninos. I will furnish it. 

(The information requested is incorporated in the letter appear- 
ing at p. 20.) 

Mr. Mouturer. And when they called. 

Mr. JENNINGS. Pardon, sir? 

Mr. Muurer. And the date they called. 

Mr. JENNINGS. Fine. 

Mr. Mutter. Thank you. That is all, Mr. Chairman. 

The Cuarrman. Mr. O’Hara? 

Mr. O’Hara. Mr. Chairman—Mr. Jennings, is it the purpose of this 
bill to place national banks on the same footing as State banks ? 

Mr. JENNINGS. I wouldn’t say that that is the main purpose. As I 
have stated, we do think it is a sound measure, a sound thing for 
national banks to be permitted to make 20-year mortgage loans, 5 per- 
cent annual amortization, complete amortization over the 20-year 
period. 

Mr. O’Hara. Are you acquainted 

Mr. Jenninos. I would like to add this: So far as the competitive 
picture is concerned, vis-a-vis, State institutions, yes, we want them 
to be in a position to soundly compete, but that isn’t necessarily the 
major purpose. We think it is sound under present-day mortgage 
practices to permit national banks to do what we have proposed in 
this bill. 

Mr. O’Hara. Are you familiar with the State laws in Illinois as 
regards the term of mortgages permitted to be handled by State banks? 
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Mr. Jenninos. No, I am not, Mr. O’Hara. 

Mr. O’Hara. I understand that in Illinois, State banks are per- 
mitted to make 20-year mortgage loans. Just before I came to this 
committee hearing, I was chatting with the president of one of the 
largest banks in my district, a gentleman of national stature. His 
visit to my oflice was merely a personal courtesy call and had no con- 
nection with legislative matters. I did ask him his opinion on this 
proposed legislation. His reply was, that as he understood it, and 
as it would apply to Illinois, the effect would be to place the national 
banks on the same footing as State banks, which under State laws are 
authorized to make such loans. 

Mr. Jennrnos. You said in Illinois that they may make 20-year 
mortgage loans ¢ 

Mr. O’Hara. So I understood from my conversation. 

Mr. Jenninos. I would think that a large number of the more im- 
portant States do permit commercial State banks to make mortgage 
loans on improved properties for 20-year periods, with or without 
amortization; normally with amortization. 

Of course, we feel very definitely that banks in Illinois, New York, 
and Pennsylvania, and other States, should be on an equal competitive 
basis, and in those States where their present laws are more restric- 
tive, those States can reassess their position, but fundamentally we 
think it is a sound thing to do. 

Mr. O’Hara. Mr. Multer expressed my thought, and I think he 
expressed the thought of this committee that we want National and 
State banks to compete on a basis of equality. I would want national 
banks to have the same powers and authorizations as those given to 
State banks, provided, always, of course, that such powers and authori- 
zations were in accord with sound banking principles and in the public 
interest. 

Mr. Jennines. Mr. O’Hara, I don’t believe, with the dual banking 
system, we can ever achieve complete uniformity. That is one of the 
advantages, let’s say, of the dual banking system. It keeps both groups 
of banks on their toes, on their feet, to see that they are not stagnating 
and going to seed. 

We can never achieve complete uniformity. As I pointed out, pos- 
sibly before you came in here, on the whole, the national banks of the 
country are at a distinct disadvantage in competing with State institu- 
tions, because the State banking laws, generally speaking, are more 
liberal than those under which the national banks operate, and we 
wouldn’t think.of trying to liberalize our Federal banking laws in 
many, many cases to the point that the State banking laws have been 
liberalized, so we are just not going to achieve that type of uniformity. 
We can’t do it. 

Mr. O’Hara. That is, you would submit a pattern that you would 
hope the various States might adopt, thus achieving a desired 
uniformity. 

Mr. Jenntncs. That is correct. 

Mr. O’Hara. Thank you. 

The Cuatrman. Mr. Gamble? 

Mr. Gamste. No questions, Mr. Chairman. 

The Cuatrman. Mr. Ashley. 

Mr. Asuiry. No questions. 

The Cuarrman. Dr. Talle. 
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Mr. Tatie. Mr. Chairman—the question was asked of Mr. Jennings 
as to who wants this legislation, and the inference was left that nobody 
wants it except the banks. 

Mr. Jenntnos. I am very sorry, Mr. Talle, if I left that inference. 

Mr. Tatie. You did not leave that impression, but as the record 
now stands, it would appear that it is an idea which the banks have 
and nobody else. The banks do want the legislation, but the banks 
wouldn't be asking for it if they didn’t have borrowers, customers of 
the banks, who want it. That is the point I wanted to make. 

Really, the demand for this kind of legislation emanates from the 
customers of the banks; isn’t that correct ? 

Mr. Jennineas. That is correct, sir. 

Mr. Tatxe. That is all, Mr. Chairman. 

The Cuarrman. Mr. Ashley, have I called on you? 

Mr. Asutey. No questions. 

The CHarrmMan. Mr. Hiestand. 

Mr. Hiesranp. I am sorry, I didn’t get here at the initial part of 
the testimony, but I have read your statement very carefully and I 
am much impressed with its soundness. I am also impressed with the 
soundness of your testimony and your patience and consideration. 
I want you to know that even though the questioning may have been 
pretty exacting at times, the committee simply wants to get the facts, 
and all of them, and I am sure that you understand that. 

Mr. Jennines. Thank you very much, Mr. Hiestand. 

Mr. Hrestanp. We admire your attitude very greatly, and that of 
the Department, for its attitude. 

Mr. Jennrnos. Thank you very much. 

The Cyatrman. Mr. Jennings, that concludes the testimony. We 
are glad to have your views. 

Mr. Jennines. Thank you, Mr. Chairman. 

The Cuairman. Your statement will be considered when we go into 
executive session. 

We will now hear Mr. Reilly of the American Bankers Association. 

Mr. Reilly, you may proceed as you please. If you have a state- 
ment you may insert it in the record or read it, as you please. 


STATEMENT OF JOHN A. REILLY, AMERICAN BANKERS 
ASSOCIATION 


Mr. Remuy. I would like to express the appreciation of the Ameri- 
can Bankers Association for this opportunity to apear here. 

I should also like to state in the remarks that I am about to make, 
which have been prepared, that they were approved by the State bank 
division of the American Bankers Association, by the national bank 
division, and by its counsel, and by its executive counsel, so we are 
presenting the views of a united front of the American Bankers As- 
sociation, State and National banks, as well. 

Mr. Brown. Supporting this bill ? 

Mr. Remy. They are all supporting this bill, Mr. Brown. 

My name is John A. Reilly, and I am president of the Second Na- 
tional Bank of Washington, D. C. 

It is my privilege to make this statement on behalf of the American 
Bankers Association. I also would like to add that I am the chair 
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man of the real estate mortgage committee of the savings and mort- 
gage division, which division consists of members representing na- 
tional banks, State-chartered banks, and mutual-savings banks. This 
division and the national bank division of the association, have long 
been in favor of the amendments to the present statutes, contained in 
sections 101, 102, and 104 of H. R. 6228 and H. R. 6229, and further 
amendments to such bills which amendments are contained in 8. 1189 
and S. 1187 passed by the Senate. A separate memorandum with re- 
spect to the provisions authorizing the International Finance Corpo- 
ration, which has our support, will be filed today. 

If enacted into law, this legislation would enable the national banks 
to compete on a more favorable basis with other types of mortgage- 
lending institutions in the financing of real estate. Despite the pres- 
ent restrictive legal limitations, national banks have been important 
lenders in this field. As of December 31, 1954, the 4,798 national 
banks in the country had loans secured by real estate in the amount of 
$9,806,254,000 and savings and time deposits of $27,129,508,000. Since 
real-estate loans of national banks are limited in the aggregate to 60 
percent of savings and time deposits, approximately $6.5 billion of 
the $27 billion savings and time deposits as of December 31, 1954, 
would be available for additional real-estate financing. Therefore, 
national banks are in a position to loan still more funds for this 
purpose. 

The present restrictive provisions of section 24 of the Federal Re- 
serve Act discriminate against national banks by not permitting them 
to make conventional real-estate loans—that is, loans not insured or 
guaranteed by a governmental agency—on a basis comparable to 
other private lending institutions. 

The Federal statutes now in effect permit national banks to make 
only 2 types of conventional real-estate loans, one, a loan where the 
amount does not exceed 50 percent of the appraised value of the real 
estate, with the final maturity no longer than 5 years, and with no 
amortization of principal required ; two, a loan where the amount does 
not exceed 60 percent of the appraised value, with the final maturity 
no longer than 10 years but with principal installment payments re- 
quired sufficient to amortize 40 percent or more within the term. 

The statutory provisions of many of the States governing real- 
estate lending by competitors of national banks are much more lib- 
eral. In the majority of the States, State-chartered banks, mutual- 
savings banks, State savings-and-loan associations, and life-insurance 
companies have either no restrictions or enjoy more favorable terms 
than do national banks, both with respect to maturity or the maxi- 
mum amount of a real-estate loan. Federal savings-and-loan associ- 
ations also are authorized by law to make conventional real-estate 
loans with maturities up to 25 years and up to 80 percent of the 
appraised value. 

With the proposed changes in H. R. 6228 and H. R. 6229 plus our 
recommendations, the lending authority of national banks both with 
respect to the limits on amount and the limits on maturity would be 
sound and still not as liberal as the terms which most of their com- 
petitors are permitted to offer under their lending authority. 

The passage of this legislation not only would enable national banks 
to compete on a more equal basis in the conventional real-estate-mort- 
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gage market, but also would serve as a strong incentive for national 
banks to make greater use of convention real-estate loans and depend 
less on the use of Government-guaranteed and insured loans with 
their extremely liberal terms. Such action would spare the Govern- 
ment and the taxpayer the contingent liability inherent in the guaran- 
teed or insured loan. The proposed 20-year maturity on the conven- 
tional loan also would eliminate the necessity for the national bank 
at the request of its customer to refinance such loan at the end of 
the 10th year, the maximum maturity now allowed. 

Instead, the real-estate loan could be negotiated so that the monthly 
payments would entirely liquidate the indebtedness over the 20-year 
period. This method would result in a real saving of money, both 
to the customer and the bank. It also would relieve the borrower 
of concern over the need for renegotiation at the end of the 10th year. 
At this time, we would like to submit an amendment to the proposed 
legislation which we believe would supply the additional factor neces- 
sary to remove more effectively the present unfair competitive dis- 
advantage of national banks in the making of conventional real-estate 
loans. Under the present law 60 percent of the appraised value of the 
real estate constitutes the highest limit on the maximum amount of 
real-estate loan which a national bank is permitted to make. 

It is our recommendation that in the case of a loan made on a 
conventional basis for a period up to 20 years, and fully amortized, 
this limit should be raised to 6624 percent of the appraised value of 
the real estate. This would mean increasing the maximum of a loan 
only 624 percent. It also is recommended that the tre authorized 
loan, for a term not more than 10 years, secured by an amortized 
mortgage sufficient to amortize 40 percent thereof, likewise should 
provide for a maximum loan amount not to exceed 6624 percent of 
the appraised value instead of 60 percent as now provided. While 
such increase is a relatively small amount, it would make the maxi- 
mum loan permitted more in line with the statutes governing most 
private lending institutions. The majority of States now permit 
State-chartered banks to make loans on the basis of 6624 percent or 
more of the appraised value. 

H. R. 6228 and H. R. 6229 also provide that national banks should 
be authorized to make construction loans on residential or farm build- 
ings for a period up to 9 months, instead of 6 months, as now provided 
under existing statutes. This additional time is needed because it is 
not always possible to finish construction and complete the permanent 
financing within 6 months. Delays in securing materials, other work 
of contractors and subcontractors, and other factors have resulted in 
many cases in a longer construction period than was in effect at the 
time the present statute was enacted. 

It also is reeommended that the proposed legislation be amended by 
adding a new provision which would authorize national banks to make 
construction loans covering industrial or commercial buildings. Be- 
cause such projects are substantially larger than residential construc- 
tion, much more time is needed to complete the building and consum- 
mate the permanent financing. It is felt that such construction loans 
should be permitted to have maturities up to 18 months. This type 
of financing is not intended to encourage heavy programs of tempo- 
rary interim financing by national banks solely for the fees involved, 
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but rather to permit them this privilege when needed. It is our under- 
standing that most of the States now have such authority and many 
State-chartered banks use it to considerable advantage in competition 
with national banks. 

While S. 1189, passed by the Senate, contains a provision similar 
to this recommendation, it differs in two respects. First, it provides 
that on such construction loans there should be “a valid and binding 
agreement entered into by a financially responsible lender to advance 
the full amount of the bank’s loan upon the completion of the build- 
ings,” to which we have no objection. Second, it provides that on 
such construction loans there should be furnished a completion and 
release of lien bond issued by a financially responsible individual, 
partnership, association, or corporation. We believe that this added 
precaution is unnecessary in the making of such construction loans 
and could very well be omitted from this proposed legislation. In 
reality it imposes a credit condition to the making of this type of loan 
which it is felt should be left to the sound judgment of the bank. It 
also would place national banks at a disadvantage with State-char- 
tered banks not required to secure such bond. 

It is recommended further that H. R. 6228 and H. R. 6229 be 
amended so that the aggregate amount of construction loans of all 
types which a national bank can make shall not exceed 50 percent of 
its actually paid-in and unimpaired capital and surplus. The present 
law now limits the aggregate of such construction loans to 50 percent 
of the bank’s actually paid-in and unimpaired capital only. We con- 
sider this increase justified, especially if the amendments suggested 
are incorporated in this proposed legislation for three reasons: 

First, the maturities of present authorized construction loans would 
be extended from 6 to 9 months, thereby increasing the outstanding 
balances on such loans. 

Second, the authorization of construction loans on industrial and 
commercial properties would increase the entire outstandings of con- 
struction loans held by a national bank, especially on account of their 
larger size. 

Third, it would expand the bank’s capacity in this field to serve the 
credit needs of the public. 

It is our firm belief that the provisions of H. R. 6228 and H. R. 6229 
covered in this testimony if enacted into law, and particularly if our 
suggested amendments are incorporated therein, will permit national 
banks to do a much more effective job in the financing of real-estate 
construction and home ownership. It will enable national banks to 
provide this needed financing on a basis more comparable to that 
now permitted to most other lending institutions. 

It will enable such banks to handle on a conventional basis both the 
interim and permanent financing of all types of real-estate con- 
struction. 

May I make these final observations: 

It may seem strange to you that the American Bankers Association 
should be sponsoring a program to liberalize mortgage credit terms 
at a time when the number of housing starts in this country exceed by 
a substantial margin the number of new household formations. 

We are cognizant of the inherent dangers created by an oversupply 
of housing. The association is already on record in opposition to 
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further liberalization of mortgage credit that is insured or guaranteed 
by the Government. 

The loans we seek to liberalize by the terms of this bill are strictly 
conventional loans. They are made by financial institutions based 
upon the intrinsic value of the real estate and the credit standing of the 
borrower. The risk is fully assumed by the lender and there is no 
guaranty or insurance by the Government. 

When a client of a national bank has saved enough cash to make a 
payment equal to one-third of the purchase price of a piece of property, 
we feel that. the institution should have the facilities to make him a 
permanent loan on an amortized basis that will be self-liquidating in 
20 years. 

Many an excellent loan has been Jost in the past by national banks 
because of the present 10-year limitation. It must also be remem- 
bered that a person who has accumulated sufficient cash to pay one- 
third down is a discriminating borrower. It is difficult to sell him the 
idea that if he meets his payments promptly there will be no difficulty 
in negotiating a renewal on the same basis 10 years later. 

Neither the lender nor the borrower has the ability to accurately 
forecast economic conditions 10 years after a loan is originally nego- 
tiated. Who can tell what the condition of the money market may 
then be. 

The interest rate is very important to this type of a borrower. He 
makes the best deal he can and wants to be assured that the rate will 
not change until his loan is paid in full. The bank would welcome 
the opportunity to make the loan but it is now prohibited by law. 

We in the banking fraternity have a personal enthusiasm for the 
conventional loan. We would like to see it become fashionable again 
in financing the purchase of a home. The Government should wel- 
come such a development because in this type of financing it assumes 
no responsibility whatever. 

I should like now to direct my remarks to another provision of 
H. R. 6228 and H. R. 6229. Such provision would amend section 5221 
of the United States Revised Statutes, which provides for the publica- 
tion of notice when a national bank has voted to go into liquidation, 
in two respects: 

First, it would dispense with the present requirement for publish- 
ing the notice of liquidation in a newspaper published in the city of 
New York. | 

Second, it would eliminate notifying the holders of such bank’s 
notes, to present such notes against the association for payment. 

Both of these are old provisions, dating back to the days when na- 
tional banks issued currency referred to here as circulating notes. 
Obviously, it was necessary for national banks to publish notices of 
liquidation in what was the Nation’s financal center, so that the hold- 
ers of its notes could present their claims for redemption, but national 
banks no longer issue circulating notes. The circulation privilege 
was discontinued by law, effective July 22, 1935. 

In support of this statement, I should like to quote from Federal 
Laws Affecting National Banks as of January 1, 1950, compiled and 
published by the Office of the Comptroller of the Currency, page 17: 


Due to the expiration on July 22, 1935, of the circulation privilege conferred 
on United States bonds by act July 22, 1932 (sec. 29, ch. 522, 47 Stat. 740), and 
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the calling for redemption of United States 2-percent Consols of 1930, as of July 
1, 1935, and of United States 2 percent Panama Canal loan bonds of 1916-36 
and 1918-38, as of August 1, 1935, by a call dated March 11, 1935, there are no 
ionger any bonds eligible to be deposited with the Treasurer of the United States 
as security for the issuance of circulating notes to national banking associations. 

If national banks were still issuing such notes, which previously 
were widely circulated, there would be a logical reason for publishing 
in a New York newspaper a notice for presentation of claims and a 
notice of liquidation. Since they are not, such publication in a New 
York newspaper is superfluous and a waste of money. 

The continued required publication of notice of liquidation in a 
newspaper in the city or town in which the bank is located, or, if no 
newspaper is there published, then in the newspaper published nearest 
thereto, should be adequate and sufficient notification to the creditors 
of the bank to present their claims for payment. 

We submit that the provisions of H. R. 6228 and H. R. 6229 and the 
amendments we have suggested are sound proposals, and we urge that 
favorable action be taken by your committee. 

Thank you. 

The CuHarrmMan. Mr. Brown. 

Mr. Brown. As I see it, if this bill is passed it will not be necessary 
for the Federal Government to guarantee so many loans? 

Mr. Retiiy. I don’t know that I would go that far, Mr. Brown, 
but it certainly would liberalize the conventional lending to such 
an extent that some people might use it. I wouldn’t say it would 
take the place of the Government-insured or guaranty loan; no, sir. 

Mr. Brown. I don’t think so, either, but I think this would reduce 
the amount. 

Mr. Remy. It would reduce it, I think. 

The Cuarman. Mr. Gamble. 

Mr. GamBie. Just along the lines of Mr. Brown’s questioning, I am 
glad to see the statement in your statement on page 7 that the banking 
fraternity want to get back to conventional loans. 

Mr. Reittity. Yes. Wesubscribe to that wholeheartedly. 

Mr. Gamste. I think that we are going on with the FHA but we 
can’t go on with it forever. There is a lot of mortgage money in 
the market and national banks and other institutions can compete 
on a fair basis if FHA business decreased. 

Mr. Remy. Of course FHA makes much more liberal loans than 
6624 percent. 

Mr. Gambier. That is the trouble, I know they do. 

Mr. Remuy. A loan that is properly made on a 6624 basis with the 
borrower paying one-third of his own cash into it, there is no difficulty 
with that on a 20-year basis. I think it is sound, modern, and gives 
us what we need. 

Mr. Gampte. I agree with you. I hope that will come to pass. 

That is all, Mr. Spence. 

The Cuarrman. Mr. Reilly, I have discussed this matter with the 
heads of the savings and loan associations, and they have no objection 
to this bill. They say they have the privilege, and they have no rea- 
son to ask that the banks shall not have the same privilege. That is 
a much more generous attitude than the banks usually take with 
reference to the affairs of the savings and loan associations. 

I just wanted to call your attention to that. 
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Mr. Gamez. That is on an increasing scale, too, Mr. Spence. I 
think this competition between the various types of banking institu- 
tions certainly occurs up in New York State. 

Mr. Mutter. I am afraid, Mr. Chairman, the gentlemen who talked 
to you for the heads of those national organizations were talking for 
themselves and giving their private opinion and not the opinions of 
their associations. It may be the associations will take no position 
against this bill, but I wouldn’t be surprised to see them come in next 
week and say, “You gave this authority to the national banks and now 
give us the authority to have checking accounts.” 

What would you say to that, Mr. Reilly? 

Mr. Remy. I would be opposed to it, sir. 

The CuatrMan. Mr. Multer, I didn’t speak as a prophet. 

Mr. Mutter. I can’t share my colleagues’ enthusiasm for this. I 
think your statement also makes me think this may be bad banking 
practice and may bring about instability of our banking system, which 
I am sure is the last thing you and your colleagues in the banking 
fraternity would want to do. 

I am sure that your association has not hired the law firm of Wood, 
King & Dawson to do any work on this legislation. 

Mr. Rettiy. We have not. 

Mr. Mutrer. I am sure you wouldn’t think it necessary. You have 
always found you could come to the Congress and present your case 
and get a favorable hearing on it. 

Mr. Remy. We always have, sir. 

Mr. Moutrer. You have always had favorable reception in the vari- 
ous governmental departments. 

Mr. Remiy. Without a doubt. 

Mr. Mutrer. I don’t mean you always got what you wanted, but 
you got considerate treatment. You haven’t had any need for outside 
intercession on your behalf, either, there or before the Congress. 

Mr. Remy. That is right. 

Mr. Murer. Will there be any restrictions as to where these loans 
will be placed if this act is amended as you urge in the bill ? 

Mr. Rettiy. We think the restrictions the banks might place upon 
them, themselves. 

For instance, in Washington I would pretty much lean toward the 
metropolitan area of Washington. We might go a little beyond that, 
but I think that is a matter of management on the part of the bank, Mr. 
Multer. 

Mr. Muurer. Presently, with the exception of the guaranteed mort- 
gages, national banks cannot cross district lines—reserve district 
lines—for the purpose of making mortgage loans; can they? 

Mr. Remuy. Yes. We can make mortgage loans wherever we 
choose. We can’t operate a branch over State lines in the District 
here. 

Mr. Mutter. There is no limitation on your secured loans as to 
where they may be made ? 

Mr. Retry. I think it is entirely within the judgment of the bank. 

Mr. Mutter. The same principle would apply here if you get this 
additional authority ? » } 

Mr. Remy. That is correct, sir. 
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Mr. Murer. Presently you can make mortgages up to 10 years 
anywhere that you find a good mortgage; and if the law permitted 20 
years, it would be the same principle ¢ 

Mr. Remy. That is right, sir. 

Mr. Murer. Can you supply to us a list of those States where there 
are no restrictions against mortgage loans by either State-chartered 
banks, mutual savings banks, State savings and loan associations, or 
life-insurance companies ¢ 

Mr. Remy. The ABA has a schedule on that. We will be glad to 
file it in the record. 

Mr. Mutter. I will appreciate it very much. 

(The material is as follows:) 


THE AMERICAN BANKERS ASSOCIATION, 
Washington 5, D. C., July 21, 1955. 
Hon. BRENT SPENCE, 
Chairman, House Banking and Currency Committee, 
House Office Building, Washington, D.C. 

DEAR Mr. Spence: Certain information was requested by members of your 
committee during the testimony given by John Reilly on July 15, 1954, on H. R. 
G228. 

There is attached hereto a table showing the maximum percentage of loans 
based on appraised value and the maximum niaturity of such loans as author- 
ized by several States in connection with State savings and loan associations, 
savings banks, and life-insurance companies. 

The Comptroller of the Currency has already supplied you with the restrictions 
on real estate loans which may be made by State-chartered commercial banks. 

Attached also is other information which was requested. 

Sincerely yours, 


CARROLL GUNDERSON. 
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Mr. Mutrer. Don’t you think it is good banking practice if periodi- 
cally you could review an outstanding loan and have the right to 
say to the borrower “You will have to reduce this loan in principal 
amount in order to give us the adequate security we need”? Wouldn't 
that be good banking practice? 

Mr. Remy. I wnt say on unsecured loans that is a very sound 
procedure. I do not think that is necessary on an amortized monthly 
payment real-estate loan. 

r. Mutter. Wouldn’t it be good banking procedure if you could 
write into a long-term mortgage a provision that you could call upon 
the borrower, or the mortgagor, to come in and renegotiate the 
interest rate in accordance with existing interest market ? 

Mr. Retuiy. To write that into the mortgage? 

Mr. Murer. Yes. 

Mr. Remy. I wouldn’t favor such a provision, sir. I think the 
borrower will take care of himself. 

Mr. Mourrer. As a matter of fact, very few borrowers would go 
for it? 

Mr. Remy. That is right. 

Mr. Mutter. As a matter of safety and caution for the bank, 
wouldn’t it be a good thing for the bank to have the right, say, after 
10 years, to call in the borrower and say, “The mortgage market is 
completely changed now. We gave you a 4-percent mortgage. We 
must now get 5 percent or 6 percent now’’? 

Mr. Rettiy. That would be fine, but we are losing a lot of good 
loans because of that very situation today. We have got to make up 
our minds when we make that loan we will ride the interest rate 
out for 20 years. Generally speaking, the borrowers have a privilege 
of prepayment and can come in and pay it off if the interest rate goes 
down, but the bank is stuck with the rate for 20 years if the rate 
goes up. 

Mr. ‘hte On the 10-year mortgage you are not stuck. At the 
end of 10 years you then can get the going rate. 

Mr. Rettuy. Yes, but I think that is a business judgment on the 
part of the bank. When we take it for 20 years we know we can’t 
get more than the 4- or 414-percent rate. That is a risk we take, and I 
think it is a reasonable risk, particularly when our competitors do it. 
We are losing good loans for that very reason. 

Mr. Mutter. You remember, do you not, when it was the uniform 
practice with banks not to lend mortgage money for more than 3 to 5 
years, with no amortization. When the mortgage ran out you didn’t 
extend it but you let it stand as an open mortgage and periodically you 
would adjust the interest rate up or down in accordance with what the 
going rate was. You remember that, don’t you? 

Mr. Remy. I don’t think the procedure was to leave it an open 
mortgage. I think we operate it by entering into an extension agree- 
ment extending it for another 3 or 5 years, and the interest rate was 
adjusted at that time, but the monthly payment mortgage, Mr. Multer, 
is a much sounder mortgage, in my opinion, than the 3- or 5-year 
straight loan. 

Mr. Moutter. There isn’t any doubt about it. It took the banks an 
awful long time to find out it was a much better mortgage. As a 
matter of fact, I think if it weren’t for HOLC under Government 
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leadership, the banks would never have gotten into installment 
mortgages. 

Mr. Reitiy. It costs us money, but it is a sounder loan. Servicing 
of a monthly payment loan is a costly thing, but it makes for sounder 
credits. That is why I don’t think—— 

Mr. Murer. Eventually the mortgagor owns his property. 

Mr. Remy. That is right. More and more are owning it every day. 

Mr. Mutrer. Now, are the national banks presently permitted to 
make short-term construction loans for multifamily dwellings / 

Mr. Reitiy. Yes; for dwellings, but not for commercial property. 

Mr. Muurer. Has there been any demand to increase the loans, 
short-term construction loans, from 6 months to 9 months on resi- 
dential construction ? 

Mr. Remy. Very definitely, all over the country. In other words, 
we have found that the 6 months is not sufficient, so what happens 
at the end of the 6 months is that we have to throw the amount we 
have advanced on the construction loan into our real-estate loan 
control and we find ourselves very often tight for real-estate money. 
We think the additional 3 months will be very helpful and nothing 
will be lost by it. 

Mr. Muurer. That is mainly necessarily in the multifamily dwell- 
ing project ? 

Mr. Retry. Not necessarily. In any housing tract that is being 
developed. If it goes beyond the 6 months, it is a real-estate loan, 
and we are denied the use of that amount, at least, until that loan 
is paid out. 

Mr. Muurer. You overcome that situation if there are 1- or 2-family 
homes being erected, small homes, and a man goes in and negotiates 
a loan with you for a hundred of those buildings, and he does not sell 
them fast enough. 

Mr. Rettiy. Very often they are selling. When they go beyond 
the 6 months the whole refinancing program is held up for a month 
ur two and we lose. 

Mr. Muurer. Don’t you control that situation by giving them a 
commitment to finance the entire project of a hundred houses and let 
him go along at 25 or 50 at a time? 

Mr. Remy. Yes; but the Comptroller of the Currency says when 
we analyze what we can lend on real estate loans we have to take com- 
mitments in consideration which, in my opinion, is a very sound 
principle on the Comptroller’s part. It doesn’t make available this 
money for other loans, It freezes it up when it gets beyond 6 months. 

Mr. Murer. I was of the impression where it looked as though 
a project of as many as a hundred houses would run beyond the 6 
months’ period they broke it up into units of 25 or 50 and carried it 
along that way. Of course, if you know the builder who is doing 
the job, and he didn’t get himself into trouble, and he knew he had 
a banking facility that took care of his needs, he could finish 25 and 
go ov to the next. 

Mr. Remy. Most builders say 6 months is too short. I am inclined 
to agree with them. 

Mr. Mutrer. Can you supply to us a list of those States where they 
now have the authority; that is, aS you indicate on page 4 of your 
statement ? 
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Mr. Reitiy. Yes, sir; we will be glad to supply that list. 
(The information referred to is as follows :) 
INDUSTRIAL AND COMMERCIAL CONSTRUCTION LOANS 

It is our understanding that most State banks have the power to make tempo- 
rary construction loans. 

A good example of that is in the State of California where State-chartered 
banks can make temporary construction loans on any type of property with a 1- 
year maturity, whereas national banks are limited to residential properties only 
with a 6-month maturity. Complete information on all States not available at 
this time. 

Mr. Mutrer. Thank you. 

You say there are some States that do not require their banks to 
take performance and completion bonds on construction loans ? 

Mr. Remy. That is right. 

Mr. Moutrer. Could you supply us with a list of those States? 

Mr. Rettxiy. I don’t know the ABA has a list of all the States. I 
know several States out West do not require that. 

Mr. Muurer. Will you supply us that list ? 

Mr. Remuy. Yes, sir. 

(The information is as follows :) 


PERFORMANCE AND COMPLETION BONDS 


It is our understanding that performance and completion bonds are not re- 
quired by the laws of the several States but in seme instances banks, as a credit 
requirement, have required them. 

For example, in the State of California such lien and completion bonds are not 
required under law. This is also the case in the State of Ohio and such bonds are 
seldom required as a credit condition. 


Mr. Mutter. I think there is a variance between your statement and 
that of Mr. Jennings. Let me see if lam right. Mr. Jennings said: 


The total of all such loans in the national banks shall not be greater than 25 


percent of capital and surplus, or one-third of time deposits. 


Mr. Remuy. No. I think that was the old law, Mr. Multer. He 
gradually developed it, bringing it down to date. 

Mr. Murer. Yes. I am reading the wrong part. 

Mr. Remy. It was historical development of that. 

Mr. Mutrer. That is right. Then he says—— 

Mr. Rewy. It is either capital and surplus or 60 percent of your 
time deposit, whichever is larger. 

Mr. Mutrer. That is what I thought. He indicated that it was the 
percentage of capital and surplus. 

Mr. Rettiy. No,sir. It is your capital and surplus or 60 percent of 
your time deposits. 

Mr. Mutrer. Yes. But what I am trying to bring out is—maybe I 
misunderstand—you say it is limited to the percentage of capital only. 
and you ask that it be changed to be capital and surplus? 

Mr. Remy. That is construction loans, Mr. Multer. At the present 
time the amount you can lend on a construction loan is limited to 
capital. We are recommending that that be broadened to capital and 
surplus. I don’t think there is any conflict. 

Mr. Moutrer. On that point Mr. Jennings didn’t touch. 

Mr. Rettiy. I don’t think there is any conflict between us on that. 
It is strictly construction loans. 
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Mr. Mutter. I am glad to hear you say that—unless I misinterpret 
what you said—that you disagree with Mr. Jennings as to the impact 
on the mortgage market of this additional lending facility i in national 

banks. I think you and I are in agreement that “there will be. This 
does bring additional money into the mortgage market if this statute 
is enacted as proposed. It necessarily does. 

Mr. Remy. It necessarily does. 

Mr. Mutrer. It is quite true it will put you in a better competitive 
position with the other lending institutions, but by doing that it 
brings additional money into the mortgage market. 

Mr. Remy. I think when Mr. Jennings was testifying he pointed 
out that 60 percent of your time deposits was the maximum amount 
that banks can lend anyhow, and by virtue of that there is a natural 
limitation there. It enables national banks to compete on a more 
favorable basis with their competitors. 

Mr. Murer. Now, since your organization represents both the State 
banks and the National banks, don’t you think it would be the fairer 
thing to rewrite this law, if we are going to do it so that the State 
and National banks in each State will be on the same footing, and 
neither one will be better than the other ? 

Mr. Remy. I am not sure the national banks would agree that all 
of the liberal provisions that some States allow would be good lending 
practice on the part of the national banks. 

Mr. Mutrer. I agree with you. I would not want to be in a bank 
operating in Nev ada, for instance. I wouldn’t want to be a part 
of a bank operating there because I think they are much too free 
in lending policy. If the national bank goes into Nevada at all, it 
certainly can’t have that freedom. I am not talking about general 
lending policies. I am talking about this specific lending policy. In 
this statute with reference to this specific problem, shouldn’t we put 
them both on an equal basis and not let it be any better in New York 
than a national bank is, or any worse in a State that allows only 
50-percent mortgage ? 

Mr. Brown. Will you yield? 

Mr. Mutrer. Yes. 

Mr. Brown. In different States they have different laws. I don’t 
see how you can pass a national law that deals with all the States. 

Mr. Mutrer. We do it repeatedly. We say the national bank may 
operate in this field to the same extent that the State bank does, and 
it is a very general statement. The statutes have done it. We have 
tried to do that on the consolidations and mergers. We have put the 
State and National bank on an equal footing. 

Referring to the percentage of the loan, the appraised value, 
should we, if we give the national bank in the State of New York the 
right to lend up to the same limit as the State of New York allows 
its State banks, should we, on the other hand, allow a national bank 
in a State where the State bank can’t lend more than 50 percent, 
allow the national bank there to go beyond 50 percent? 

Mr. Remy. I think 50 percent is entirely inadequate. I think that 
you should permit the national banks and let the States take care of 
themselves. 

Mr. Mutrer. I am inclined to agree with you on the percentage. 
Fifty percent is too low. That is substituting’ your judgment and my 
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judgment for that of the State legislature in that State. I don’t think 
we ought to do that. We ought to go into that State and try to con- 
vince them that their maximum percentage is too low, but if they de- 
cide that safe mortgages in their State should be limited to 50 percent 
of appraised value, and we allow the national bank in that same State 
to go to 6224 percent, aren’t we going to syphon all of the State 
mortgages oft into the national banks, so far as mortgages in such a 
State is concerned ? 

Mr. Rettuy. I think the State will change the legislation forthwith 
if that ever happens. Bear in mind this: These are conventional loans. 
It is the bank’s money that is at stake. It doesn’t want to make a bum 
loan any more than you want to make them, or the supervisory authori- 
ties want a bank to make them. We have to collect this money back. 
We think the 60 percent valuation is obsolete. We think the two-thirds 
is more in keeping with modern financing, and bear this in mind: That 
the man has put down one-third of his own money. Not all of these 
Government guaranteed and insured loans—there is very little of the 
homeowner’s money invested in the property. 

The only reason those loans are popular is because they are guar- 
anteed by the Government. Here is free enterprise. 

Mr. Mutter. We are not talking about the stockholders’ money in 
the bank. We are talking about the public’s deposits that are used 
for these loans. 

Mr. Reitty. J don’t think the banks will get into any trouble, as 
far as depositors are concerned, when they amortize mortgage loans 
based on 24 of appraisal. It is the unsecured loans where we have our 
headaches. 

Mr. Mutrer. I am very much afraid of letting the banks get into an 
extended field with demand deposits on long-term loans. 

Mr. Remy. We can’t. We are limited by 60 percent of the time 
deposits. 

Mr. Mutter. I think the limitation is too large. 

Mr. Retiiy. We don’t think so. 

Mr. Mvtter. I know you don’t. There is basic disagreement be- 
tween us, and only time will tell whether you are right or I am right. 

Mr. Remy. We have had no trouble with the amortized loans. All 
through the depression the amortized loans were the ones that stood 
up. 
Mr. Mutter. How many amortized loans did the banks make during 
the depression—not loans that were on the books—and which then you 
had to amortize to get your money? How many original loans were 
made during the depression years on an amortized basis ? 

Mr. Rettiy. Very few, until HOLC came into existence. 

The Cuamman. If you will yield, do you think you can find any 
better loan than the loan on a home? Don’t you think that is an ex- 
ceedingly safe loan ? 

Mr. Retity. I think it is one of the soundest assets a bank can have 
in its portfolio, properly appraised, 6624 percent, amortized over a 
20-year period. You couldn’t find a sounder asset. 

The Cuatrman. Don’t you think the banks would seek these loans? 

Mr. Retiuy. Yes. 

The Cuarmman. How much do you think that would increase avail- 
able funds for home mortgages? 
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Mr. Remy. The figures I had based on December 31 were $61), 
billion. 

The Cuarrman. The Government has been stimulating these loans 
right along. They have been doing everything possible, in a legis- 
lative way, to permit the people to get sufficient funds to build homes. 

Mr. Remy. You means FHA and GI’s? 

The Carman. Yes. You think this would supplement that’ 

Mr. Remy. I think it would supplement it. 

The Cuatrman. You think there is no doubt that the banks would 
seek these loans? 

Mr. Remy. I think they would. I think we would like to put 
that six and half billion to work. I think increasing the time and 
increasing the amount we can lend on an individual loan would give 
us a better chance to get that business. 

The Cuatrman. How long before they would have the six and a 
half billion dollars at work? How long would it be in point of time? 

Mr. Remy. I don’t know; it depends on how successful we are in 
getting the loans. I don’t think you could measure that in time. 
It is a sizable amount of money, and on a conventional basis, it cer- 
tainly is a wonderful thing for the Government and for the individ- 
ual himself. 

The Cuarmman. I think the objective we seek, is to put more money 
in the home-loan market. It sems to me we are doing that here in a 
way that is logical and reasonable, and is safe for both the borrower 
and the lender. 

Mr. Remuy. And the banks are taking the risk, and not the Gov- 
ernment. 

Mr. Murer. You and I are in agreement, while in disagreement. 
I am one of the few Members of this Congress who has been urging 
through the years—FHA has shown the way to the bankers and 
lending fraternity how to make good loans. We ought to get FHA 
as a Government agency, out of the business and let the banks and the 
lenders run their own industry. 

Mr. Remy. I think that is a long way off, but a worthy objective. 

Mr. Mutrer. It isa long way off. I will keep yelling for it. When 
vou say some of the things you did to this committee, it is pointing 
the way to that direction. I hope the time will be shortened. 

Coming back to the problem the chairman just raised, you are 
asking here for this lending authority with reference to homes and you 
also want it as to multifamily dwellings, and you want it as to indus- 
trial and commercial properties ? 

Mr. Reitiy. That is right. We feel that a bank should be able 
to take care—that is construction loan, of course. 

Mr. Mutrer. Another thing our borrowers learned as a result of 
the depression, which is almost the uniform practice today, is that 

individuals no longer go on the bonds to secure when you take a 
mortgage; is that right? 

Mr. Renuy. That is not entirely true. We find in this area par- 
ticularly that very often individuals, particularly owners of big 
supply houses, who want to get the business, will be glad to go on the 
performance bond in order that the financing can be completed, and 
they don’t take surety bonds. 
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Mr. Mutrer. Outside of this area, the practice, except where you 
are dealing with a single-family home, if it is a multifamily dwell- 
ing , industri al project or commercial project, a separate corporation 
is organized for just that one project, and that is the corporation you 
get on the mortgage. 

Mr. Reitiy. That is right. 

Mr. Murer. And not the individual owners of the enterprise ? 

Mr. Reitiy. That is right. 

Mr. Murer. So the credit standing of the borrower signed to your 
mortgage in those cases is absolutely worthless. You must look solely 
to the project and the real estate for your security ? 

Mr. Remy. On the other hand, if you have a millionaire that is do- 
ing the building, and you don’t want to take a bond for him, he ought 
to be permitted to make that loan and not be required to make a bond. 

Mr. Murer. You misunderstand me. Neither you nor I can change 
the practice that exists now in that field. I wanted to point out to you 
that your statement that the financial institutions are making loans 
based upon the intrinsic value of real estate, and the credit st: tus of the 
borrower today—the last part of your statement should be eliminated, 
— ‘ause you are making no industrial loans, no commercial loans on 

sal estate and on multifamily dwellings that are based on the credit 
iveitiaie of the borrower. 

Mr. Rettiy. I am forced to disagree with that. We make the loan 
based upon the credit standing of the purchaser of the house or the 
purchaser, not on the party that built it. 

Mr. Murer. That is when you are dealing with an individual home. 

Mr. Rewuy. That is where most of our mortgage homes come from. 

Mr. Mutrer. This will permit you to make loans on multif: amily 
dwellings. There the multifamily dwelling is owned by a corporation 
that owns nothing else except that one building. 

Mr. Remity. We use our judgment as to how far we go and what we 
require. 

Mr. Muurer. In those cases, there is credit standing of the borrower ; 
isn’t that right? 

Mr. Retry. That may betrue. Ifthe loan is properly granted, that 
is what we do. 

Mr. Murer. Do you know of a loan that has been made in the last 
5 years where the individual was required to guarantee the mortgage 
on a multifamily dwelling ? 

Mr. Remuy. I don’t know that I know of a case that it is so. 

Mr. Mutter. If you find out one will you submit it to us? 

Mr. Remy. All right. 

The CuarrMan. Dr. Talle has a question. 

Mr. Tate. Mr. Chairman, I am glad to see you here, Mr. Reilly, 
and I want to pay you a compliment, not only because you are a sound 
and progressive banker, but also because you are an excellent civic 
leader in the Nation’s Capit: al. 

Mr. Retxy. Thank you, sir. 

Mr. Tauue. I like your st itement and T want to stress what you say 
in the second paragraph, on page 7: 

We in the banking fraternity have a personal enthusiasm for the conventional 
loan. We would like to see if it can become fashionable again in financing the 


purchasing of a home. The Government should welcome such a development 
because in this type of financing it assumes no responsibility whatever. 
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To that I add my “amen.” 

Is it not true, Mr. Reilly, that an individual likes to go to his banker 
when he needs financing, just as an individual likes to go to a doctor, 
go to his dentist, go to any professional man for specialized services, 
and he would much prefer dealing with his banker when he needs 
financing, in buying a home, rather than search out some other agency ! 

Mr. Reixiy. We certainly try to encourage it, sir, all the time. 

Mr. Tatiz. I know in my own acquaintanceship people feel that 
way and the demand for this legislation comes from individuals who 
want to borrow, and who want to deal with their banks. 

Mr. Reitiy. That is correct, sir. 

Mr. Tate. In the history of banking over a period of years, this 
controversy has played a considerable part—it certainly did in 1863, 
when the National Bank Act was enacted. That grew naturally out of 
the bank financing that was carried on during the westward movement 
when our country was young. 

We didn’t know so much about real estate. Forty years later there 
was great controversy among capable people, back in 1913, and re- 
strictions were still kept pretty severe on national banks. As we have 
learned more about real estate, modifications have been made and I 
think there are excellent arguments for these modifications. 

In the earlier controversies, much of the debate centered around the 
a ig | of banks; isn’t that true? 

Mr. Remy. That is correct. 

Mr. Tate. We have learned so much more about real estate, about 
banking, about credit, and we have learned it because all sorts of other 
institutions have grown up in the financing field, to supply what 
national banks were prohibited from doing. 

I think you are on entirely sound ground, and certainly competition 
should be fair. 

Mr. Rewy. That is all we ask. 

Mr. Taute. That is all you are asking. 

Mr. Remy. That is all we are asking. 

Mr. Tatue. Thank you, Mr. Chairman. 

The Cuamman. The committee will adjourn, to meet Monday, at 
10 o’clock. We are glad to have you with us. 

Mr. Reriy. Thank you, Mr. Chairman. 

(Whereupon, at 12:50 p. m., Friday, July 15, 1955, the committee 
adjourned to Monday, July 18, 1955, at 10 a. m.) 
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